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Introduction 
PostwarJapan，scapitalaccumulationregimewasestablishedduringtheperiod 
ofrapideconomicgrowth（1955-1973),butbegantofalterinthel990s,afterthe 
endofthebUbbleeconomy,ａｎｄｈａｓｂｅｅｎｉｎａｐｏｏｒｓｔａｔｅｅｖｅｒｓｍｃｅ， 
Ｔｈｅ“capitalaccumulationregime,，，whichistheanalyticalframeworkofthis 
paper,consistsofthreeelements・Ｉｎｌｉｎｅｗｉｔｈｔｈｅｐｅｒｉｏｄｏｆｒａｐｉｄｅｃｏｎomicgrowth，
theseelementscanbesummarizedasfbllows，Thefirstconsistsofeconomicprinci‐ 
palsthatactstrategically（Corporationsandfinancialinstitutions,households,ｇｏv‐ 
ernments,etc.)．Inparticular,manufncturingcorporationshavebuiltinnovative 
investmentstrategiesandhonedtheir“organizationalcapabilities，，byusingimported 
technologytorealizehigh-quality，low-costproducts・Thesecondelementisthe
socialinstitutionalframework、Bysettingbehavioralrulesfbrtheeconomicprinci‐
pals,controllingcompetitionandresolvingconHicts,itpromotedinnovativeinvest-
mentbycolporations、Basedoncrossshareholding，largecorporationsorganized
corporatcgroupsandprotectedthemselvesfromhostiletakeovers、Underthisgov‐
ernancestructure，theautonomyofcorporatemanagersandplanningoflong-term 
strategiesbecamepossiblaltshouldbenoted,however,thatcorporategroupsfbr‐ 
mulatedasystemofcompetitiveoligopoly･SpecifIcally，manufacturingｆｉｒｍｓｗｅｒｅ 
ｇｉｖｅｎｅｑｕａｌａｃｃｅｓｓｔｏｉｍｐortedtechnologyfbrdomesticatio､，ａｎｄtheycompeted 
fiercelyfbrsharesintherapidlygrowingmarket・Also,labor-managementrelations
werestabilizedunderjobsecurity,seniority-basedwagesystems,ａｎｄｃｏｍｐａｎｙｕｎ‐ 
ionsLaborunions,whichwereauthorizedafterthewar,strengthenedtheirbargain-
ingpower，Relationshipsbetweencorporationsandbankswereinstitutionalized 
underthemainbanksystem，andabundantsavingsweresmoothlyaccommodated 
intoproductiveinvestmentbycorporatioIls・Thegovernmentstrictlyregulatedfi-
nancialinstitutionsandcontrolledmarketmechanisms，ｗｈｉｃｈｉｓｗｈｙｔｈｅｆｍａｎｃｉａｌ 
ｓｙstemwasstable・Underthissocialinstitutionalframework，corporationsraised
theirexpectationsfbrprofYt，ａｎｄｗｅｒｅａｂｌｅｔｏｔａｋｅｏｎｉｎｎｏｖａｔｉｖｅｈigh-riskinvest-
mentS 
Thethirdelementisthemacroeconomicmechanism・AsJapanapproachedfnll
employmenｔｉｎｔｈｅｌａｔｔｅｒｈａｌｆｏｆｔｈｅｌ９６０ｓ，monetarywagesincreasedandthedo‐ 
mesticmarketexpanded・sincelaborproductivityalsoincreased，profitratesrose
andmvestmentexpandedaswelLThemicrolevelbehaviorofcorporationsin 
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implementinginnovativeinvestmentswassupportedbyamacroeconomicfbunda‐ 
tion 
Establishedduringtheperiodofrapideconomicgrowth,thiscapitalaccumula‐ 
tionregimeseemedtobeadjustinginaflexiblemannertochangessuchasthetran-
sitiontoaHoatingexchangesystemandthetwooilcrises・However,theregimehas
stagnatedaftertheeｎｄｏｆｔｈｅｂｕｂｂｌｅｅｃｏｎｏｍｙｉｎｔｈｅｅａｒｌｙl990sOntheonehand 
theinstabilityofthefinancialsystemhasbeenpersistent・Ｏｎｔｈｅｏｔｈｅｒｈａｎｄｔｈｅｒｅａｌ
ｅｃｏｎｏｍｙｈａｓｎｏｔｂｅｅｎａｂｌｅｔｏｅｓｔａｂｌｉｓｈａｎｅｗｃａｐitalaccumulationregime，due 
partlytotheinfluenceoffinancialinstabilityaswellastothemicro-1evelfailureof 
managementstrategyandthemacro-levelmalfimctioningoftheeconomicmecha‐ 
､ism、Asasolutiontotheprolongedstagnation，aneo-liberaltypeof``structural
refbrm，，hasbeenhighlypublicized,butsofarithasonlyworseneddeHation・Ｆocus-
ingonJapan，scapitalaccumulationregimesincｅｔｈｅｌ９８０ｓ,thispaperanalysesthe 
causesoftheinstabilityandproblemsrelatedtocurrenteconomicpolicies． 
LBubbleEconomicBoom（FourthQuarterofl986-FirstQuarter 
ofl991） 
Thebubbleeconomicboomwascharacterizedbysoaringlandandstockprｉｃｅｓ 
Ａｔｔｈｅｓａｍｅｔｉｍｅ，however，ｉｔｗａｓｔｈｅｆｉｒｓｔｂｏｏｍｐｅｒｉｏｄｏｆｅｑｕｉｐmentinvestment 
sincetheperiodofrapideconomicgrowth． 
l-1SoaringLandPrices 
WhilethelandpriceindexfbrcommercialdistrictsinJapan，ssixbiggestcities 
was256inl984（1990＝100)，thefigureroseto103.3inthepeakyearofl991・
LandspeculationintheTokyoareabecamevibrantduetotheexpectationthat 
demandfbroffIcespacewouldincreaseinlinewithadvancesbyfbreignfinancial 
institutionsintotheTokyomoneymarket,withtheincreaseinpercapitaHoorspace 
broughtonbyofficeautomationandsoonlnitially,landinvestmentwasbasedon 
realdemand,butitsoonbecamespeculationfbrresaleathigherprices,causingland 
pricestosoar・Thelandspeculationbyrealestateandconstructionindustrieswas
financiallysupportedbyland-relatedbankloans・Directly，orthroughafTIliated
and/orindependentnon-bankinstitutions，banksincreasedtheirland-relatedloans・
Outstandingloansanddiscountsbyallbanksincreasedfrom239trillionyeninl984 
to441trillioninl990，anincreaseof202trillion、Ofthisincrement,theconstruc‐
tionindustryaccountedfbr3％,therealestateindustryfbr１４％,ａｎｄthenonbank 
financialindustryfbr１１％，withthesethreeindustriesaccountingfbr２８％ofthe 
totaLIncidentally,manufncturingaccountedfbrminus0.7％、
Thereweretworeasonsbehindtheincreasesinland-relatedloans：changesm 
theexternalenvironment,andthevulnerabilityofbanks，``organizationalcapabiliti 
es,，,whichwerebuiltupduringtheperioｄｏｆｒａｐｉｄｅｃｏｎｏｍｉｃｇｒｏｗｔｈＴｈｅｆｉｒｓｔ 
environmentalchangewasachangeinthefinancialstructure：beginningwiththe 
firstoilcrisisｉｎｔｈｅｍｉｄｌ９７０ｓ，ｔｈｅcapital-shortsectorshiftedfromthebusiness 
sectortothegovemmentsector，ｗｉｔｈｔｈｅｉｓｓｕａｎｃｅｏｆｈｕｇｅｓｕｍｓｏｆｄｅｆIcit-covenng 
governmentbonds・Businesses，andparticularlylargeones，proceededtodecrease
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theirdependencyonbanks・Thesecondenvironmentalchangewasfinancialderegu-
lationThepostwarJapanesefinancialsystem，characterizedbycompetition‐ 
restrictingregulationsbyfinancialauthorities（theMinistryofFinanceandthe 
BankofJapan),hasgraduallybeenderegulated．（１）ForeignExchangeandTrade 
ControlＡｃｔ（enactedinl949),whichregulatedfinancialtransactionsbetweendo-
mesticandfbreignagents（toseparatethedomesticandfbreignfinancialmarkets)， 
wasrevisedinl979，reflectingasteadysurplusinthecurrentaccountbalance;all 
capitaltransactionswereconvertedfromprohibitioninprincipletofreedominprin‐ 
ciple．(2)Inordertoabsorbthelargequantityofgovernmentbondsissuedafter 
l９７５，asecondarymarketingovernmentbonｄｓｗａｓauthorizedinl977，ａｎｄlong‐ 
terminterestrateswerederegulated，Moreover,thecirculationofgovernmentbonds 
wasaccompaniedbyanexpansionoftherepomarket，andlarge-amountdeposits 
weredrainedThus,inl979bankswereallowedtodealwithfreeinterestrateNCD， 
andthederegulationofdepositinterestrateswasinitiated．(3)Concerningthe 
fimctionalsegmentationofprivatefinancialinstitutions,theMayl981BankingLaw 
revisionsauthorized‘over-the-counter，salesanddealinginpublicbondsbybanks， 
Inthepreviousyear,securitiescompanieswereauthorizedtodealwithmedium-term 
governmentbondfnnds(chzJAcokzJfimds),whicharesimilartodeposits・Thuscom‐
petitionbetweensecuritiescompaniesandbankswasintensified・Startinginthe
latterhalfoftheperiodofrapideconomicgrowth,citybanksincreasedtheirlong‐ 
ｔｅｒｍｌｏａｎｓａｓｗｅｌｌａｓｌｏａｎｓｆＯｒｓｍａｌｌ‐andmedium-sizedcorporations，resultingin 
intensifiedcompetitionwithlong-termcreditbanksandlocalbanks，Eventhough 
thestrictcontrolsonfimctionalsegmentationamongbanksremainedinplace,banks 
becamefilrther``homogenized,”ａｎｄcompetitionwithinthebusinessintensified 
Facedwiththesechangesintheexternalenvironment-thechangesinthe 
financialstructureandthediminishingeffectofregulationsoncompetition-banks 
respondedbyestablishingnewstrategieslnretrospect,inthefaceoftheuncertain 
environment，theycouldhavestrengthenedtheirscreeningskillsandestablished 
``innovativestrategies.，，Ｈｏｗever,becausetheyhadbeenabletoachievestablebusi-
nessunderthestrictregulationsoftheperiodofrapideconomicgrowth，theyhad 
hadlittleopportunitytohonetheirriskmanagementcapabilitiesandlackedthe 
organizationalcapabilitiestoestablishinnovativestrategiesagainstenvironmental 
changes、Manyadoptedan``adaptivestrategy,,,ｉ､e､，astrategyofincreasinglending
inresponsetoenvironmentalchanges'・Bytheearlyl980s,theperiodthatpredates
thebubble,agreatnumberofbankshadalreadyestablishedan“aggressivelending，, 
strategy,andinlinewiththisstrategyhadcompletedtheirorganizationalrefbrmsby 
abolishingtheircreditdepartments・SumitomoBankspearheadedthisstrategy、
FollowingtheadviceofconsultingfirmMcKinsey＆ＣＯ.，Sumitomoadopteda 
``three-headquarters-system，，ｉｎｌ９７９，andcarriedoutorganizationalrefbrmwhich 
gaveitsexecutives“unlimitedcreditauthority，，ａｎｄｇａｖｅｎｏａｕｔｈｏｒｉｔｙｏｆｃｒｅｄｉｔｉｎ－ 
ｑuirytothePlanningDepartmentofCreditGrantmg（SumitomoGinkoShashi 
Hensanlmkai,1998lAlargenumberofmajorbanks（citybanks,trustbanksand 
long-termcreditbanks）tooktheleadfromSumitomoBank，sstrategyandorganiza-
tionalrefOrms・
Ｉｎｔｈｅｌ９８０ｓ,banksweregivenasuccessionofincentivestofUrtherstrengthen 
theiradaptivestrategies、First,inlinewiththepurposeoftheBankingLawrefbrm
（ｔｏ“respectvoluntaryeffbrts，,bybanks)，ｔｈｅMinistryofFinanceloosenedits 
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dividendregulationsfbrbanksbeginningｉｎｌ９８ＬＩｎｔｈｅｓｅｃｏｎｄｑｕａｒｔｅｒｏｆｌ９８１,ｔｈｅ 
ＢａｎｋｏｆＪａｐａｎｒｅｌａｘｅｄｉｔｓ‘`windowguidance.，，TheMinistryofFinancenotified 
ba､ksthatdividendcompetitionwouldbegin、Thepurposeofthemeasuretakenby
theBankofJapanwastoremoveregulationsagainstlendingraces（creditratioL 
ing)．Second,inresponsetothe“ｕｓ.-JapanYen-DollarCommitteeReport，，ｉｎ 
1984,theMmistryofFinanceacceleratedthederegulationofinterestrates・ＴｈｅＵＳ・
government，sintentionwastofacilitatetheliberalizationofJapan，sfInancialmar‐ 
ket,therebyallowingpenetratedbyU.S・‐relatedfmancialinstitutionsandcontinuing
capitalexportstotheUS、JudgingthatU.S・‐andUK-Iedfinancialliberalization
wasinevitable,theJapanesegovemmentusedthisgａｊａｆＥ〃（fbreignpressure)tocon‐
tainoppositionfromdomesticbankingcirclesandtosetaschedulefbrthederegula‐ 
tionofdepositinterestrates・Sincebanksthoughtthataderegulationofdeposit
interestrateswouldleadtoariseinrates,theyweremotivatedtoexpandlendingto 
includesmall‐ａｎｄｍｅdium-sizedcorporationsaswellasindividuals,towhichriSk 
premiumscouldbetackedThird，thoughratherlateintelmsofchronological 
sequence，theso-calledBISregulationofl988requiredinternationallyoperating 
bankstokeeptheircapitaladequacyratioat８％ormorebytheendofMarchl99３ 
(4％fbrdomesticbanks)．Ironically,thisnewregulationgavebanksanincentiveto 
increaseprofits・Thiswasbecausetheyhadtorealizehighprofitscomparableto
increasedlendinginordertoincreaseretainedearnings、
Theseaggressivebanklendingstrategies,whichhadbeendevelopedbefbrethe 
bubble,suddenlyflourishedundertheBankofJapan，slowinterestratepolicy、The
ofYIcialdiscountratewascutonfiveoccasionsduringtheperiodfromJanuaryl986 
toFebruaryl987,from５％ｔｏ２５％,andthisall-timelowratewaskeptuntilMay 
l98９．１nterest-ratecutswereatthattimeameasuretocombatthehigh-yenrecession 
(secondquarterofl985-fburthquarterofl986)．However,thecontinuationof 
thisextra-lowinterestratepolicywaspartlyduetocoordinatedreductionsofinterest 
ratesbytheU・SandJapan,andpartlyduetothefactthat,inmakingfiscalrehabili-
tationapriority,theMinistryofFinancefOrcedtheBａｎｋｏｆＪａｐａｎｔｏｉｍｐｌｅｍｅｎｔａ 
ｍａｃｒｏｅｃｏnｏｍｉｃｐolicytoincreasedomesticdemand・UndertheBankofJapanLaw
ofl942，theunderlyinginstitutionalrelationshipwasthattheBankofJapanwas 
subordinatetotheMinistryofFinance、Moreover，ｔｈｅＢａｎｋｏｆＪａｐａｎ，sgoalfbr
monetarypolicywassetasprice（wholesaleprice）stabilization,anddealingwith 
assetpriceswasnotitsconcernThesefactorsalsomadeanyshifttoacreditre-
straintpolicydifficult、Sincewholesalepriceswerestablethankstothehighyenand
thereverseoilcrisis，ｔｈｅＢａｎｋｏｆＪａｐａｎｗａｓｎｏｔａｂｌｅｔｏｐｅｒｓuadetheMinistryof 
Financetoconfbrmtoacreditrestraintpolicy・UndertheBankofJapan，smonetary
policy,alloutstandingloansanddiscountsbybanksincreasedbyll％peryearon 
averageduringtheperioｄｆＴｏｍｌ９８１ｔｏｌ９９０・Itwasunprecedentedfbrtheannual
mcreaseinoutstandingloansanddisｃｏｕｎｔｓｔｏｇｒｏｗｔｏａｓｍｕｃｈａｓ５％abovethe 
nominalGDPgrowthrate,whichwasslightlybelow6％onaverage・
Asindicatedearlier,franticinvestmentsinlandbyrealestateandconstruction 
companies,thelendingstrategiesofbanks,ａｎｄthefailureofmonetarypolicies,ａｌｌ 
contributedtoariseinlandprices・
Ｔｈｅｒｅｗａｓｎｏｎａｔｉonalstrategyfbrfinancialliberalization、Therapidrepealof
regulations（ic.,rulesofthegame）gavebanksastrongincentivetotakerisks,but 
nopolicywasadoptedtoestablishnewprudenceregulations、Ａｔｔｈｅｔｉｍｅｏｆｔｈｅｌ９８１
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BankingLawrevision，anoriginalplanfbrmulatedbytheMinistryofFinancere-
quiredbankswithfInancialdiffYcultiestosubmit:（１）aplantoimprovemanagement 
and（２）financialdisclosure・However,fbllowingresistancebybankstothｅｐｒｏ‐
posedrevisions，thefbrmerprovisionwasdeleted，ａｎｄｔｈｅｌａｔｔｅｒｗａｓｔｏｎｅｄｄｏｗｎ． 
"TheinconsistentcompromisebytheMinistryofFinanceelicitedwrysmileseven 
amongthefinancialcirclesinquestion，，qVIAo"ＫｂｊｍｊＳｈｊ"b"",April22,1981)．1, 
1982,afUll-Hedgeddebateonflnancialliberalizationwasinitiated,buttheMinistry 
ofFinancemerelysｅｔａｐｏｌｉｃｙｏｆ“gradualresponse,，basedontheexistingfinancial 
system，Thesoleachievementofthisprocesswasthel986revisionoftheDeposit 
lnsuranceLawMeasuresadoptedundｅｒｔｈｉｓｒevisionincludedanincreaseinthe 
depositinsurancelimitfrom3millｉｏｎｙｅｎｔｏｌＯｍｉｌｌｉｏｎｙｅｎ,andanincreaseinthe 
depositinsurancecharge、Thus，Japan，sfinancialsystementeredthel990switha
safbtynetconsistingmerelyofadepositinsurancesystemthatassumedthefailureof 
small-sizedbanks，alongwiththeBankofJapan，sfUnctionas‘`thelenderoflast 
resort.，， 
l-2StockPricelncreasesandStagnａｎｔＢａｎｋＰｒｏＥｔｓ 
Ｓｔｏｃｋｐｒｉｃｅｓｂｅｇａntoincreasearoundl982，andtheNikkeiStockAveragehit 
the20,OOO-yenmarkinJanuaryl987，reachingapeakof38,ｇ１５ｙｅｎａｔｔｈｅｅｎｄｏｆ 
ｌ９８９、Theunderlyingcausefbrthisrisewastherecoveryinthecorporatecurrent
profitrate(rateofincomebefbreextraordinaryitemstosales)．A1soinHuentialwas 
themcreaseinbuilt-ingainsonland,aswellasderegulationallowinginstitutional 
investors,corporationsandbankstoinvestinstocksthroughfbrmssuchasspecial‐ 
purposetrustsandfimdtrusts・
Takingadvantageoftheriseinstockprices，therewasanincreaseinequity 
financethroughtheissuanceofstocks（issuedatmarketprice),convertiblebonds， 
andbondswithwarrants,ｗｉｔｈａｒｉｓｅｏｆ５４６ｔｒｉｌｌｉｏｎｙｅｎｄｕｒｉｎgtheperiodbetween 
l987andl989・Twomdustriesaccountedfbrlargeshares:manufacturing（49％）
andbanking（15％）Thebanks，motivationwastoraisetheircapitaladequacyratio 
(inresponsetotheBISregulation）ａｎｄtoinvestinequipmentfbrthird-generation 
on-linebankingsystems・Ontheotherhand,largemanufacturers,relyingmostlyon
retainedearningsfbrequipmentinvestment，allocatedpartofthefimdsraised 
throughequityfYnancingtotherepaymentofbankloansaswellastoinvestmentsin 
timedepositswithderegulatedinterestratesHowever,theyappropriatedthemajor-
ityｏｆｔｈｅｆｔｍｄｓｆｂｒｔｈｅｐｕｒｃｈａｓｉｎｇｏｆstocksofothercompaniesthroughexisting 
crossshareholdingrelationships,andfbrstockinvestmentsthroughspecial-pulpose 
trusts・ThefUndsraisedthroughequityfinancingwerechanneledbackintothestock
market，fnrtherraisingstockpricesandacceleratingequityissuesThiswasthe 
mechanismfUnctioningatthattiｍｅ・Ｓｉｎｃｅｔｈｅｆｌｏｗｏｆｆｉｍｄｓｗａｓｔｏｔａｌｌｙｇearedto
financialinvestmentandlackedasubstantivebaseinhigh-profitproductiveinvest-
ment,themechanismofthestockpriceincreasecouldbeexpectedtocollapseａｔａｎｙ 
ｐｏｉｎｔｉｎｔｉｍｅ・
Withmajormanufacturingcompaniesdriftingawayfrombankborrowing,the 
largebanksincreasedtheirstockholdingsofaffiliatedcompanieswithwhichthey 
hadacrossshareholdingrelationships，andmadespeculativestockinvestments 
throughsuchfbrmsasspecial-purposetrusts・Theaverageannualgrowthratein
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securitiesinvestmentbyallbanksｗａｓ１５％duringtheperiodfroml986tol989， 
greaterthanthegrowthrateinlending,ｗｈｉｃｈｗａｓｌ1％・
Whilebankscontributedtothebubblefromthefinancialsidebyincreasing 
theirloansandinvestinginSecurities,theprofltshomtheircorebusinessesdidnot 
necessarilyincreaselnmakingloans,theycouldnotaddanappropriateriskpre-
miumtotheirlendingrateduetotheintensifiedcompetition・Infact,thecompeti-
tionfbrdepositswithliberalizedinterestratesbroughtabouta“negativespread.', 
Thusthebanks，spreadbetweenlendinganddepositｓｗassqueezedHowever,they 
alsohadtoenhancetheirequitycapitalthroughequityfinancing,ａｎｄｔｏｄｏｓｏｈａｄ 
ｔｏｉｎｃｒｅａｓｅｔｈｅｉｒcurrentprofltrateTodriveupthisratio,theyhadtorealizebuilt‐ 
ingains・Inthemidstofsurgingstockprices,majorbanks，built-ingaininstocks
exceeded47trillionyeninMarchl988Whilethecurrentprofitsofcitybankswere 
2､７trillionyenand2・Ztrillionyeninl989andl990，respectively，‘`netgainson
stocks,etc.，，accountedfbr58％ａｎｄ８３％inthoseyears・Theexistenceofthishuge
volumeofbuilt-ingainweakenedbanks，strategyfbrdetermininginterest,ａndsup‐ 
portedcompetitionfbrquantitativeexpansion． 
ｌ－３ＥｑｕｉｐｍｅｎｔｌｎｖｅｓｔｍｅｎｔＢｏｏｍ 
Ｔｈｅｂubblewasnotonlyaboomperiodwhereassetpricesincreased,butalso 
oneledbyequipmentinvestmentintherealeconomy,whichhadbeenexpectedsince 
theperiodofrapideconomicgrowth、Thispaperwillfirstexaminemanufacturing
industries,fbllowedbynon-manufacturingindustries・
ＡｓｓｈｏｗｎｉｎＦｉｇｕｒｅｌ，thecuttingofinterestrates,asacountermeasuretothe 
high-yenrecession,ledtotherecoveryofrate-sensitivehousinginvestment・Ａｔｔｈｅ
ｓａｍｅｔｉｍｅ,publicinvestment（includedin“publicdemand，，inFigurel）increased， 
resultinginaneconomicrecoveryledbythematerialsindustry・Startingwiththe
fHrstoilcrisis,thematerialsindustrieshadbeenrestraininginvestmentinplantand 
equipment,butthebusinessrecoveryledtotheemergenceofthispent-updemand 
Whileaimingtomakeexistingproducts“higher-valueadded,，,thematerialsindus‐ 
triesalsotookonthechallengeofdiversifyingitsactivitiesamongareasofpotential 
growth 
Theprocessingandassemblyindustries，andparticularlythethreemachinery 
industries（generalmachinery,electricalmachineryandtransportmachinery),util‐ 
izedamplelearningopportunitieswhentheydivertedimportedtechnologyfbrmass 
productionduringtheperiodofrapideconomicgrowthSincethen,theyhaveaccu‐ 
mulatedtheirownparticular“organizationalcapabilities.”suchorganizationalcapa-
bilities，‘`ｂｙchance,,，matchedthethenemerging``movetowardsmechatronization'’ 
一tointegrateMEtechnologywithmachinery・ME-equippedvehicles,homeappli-
ances,numericalcontrolmachinetools,robotsandthelikeweresuccessfUllymass‐ 
producedashigh-quality，low-costproductsTheseproductswereexportedto 
EuropｅａｎｄｔｈｅＵＳ.,floodingtheirmarketsandintensifyingtradefrictions,and 
becomingacontributingfactortothedevaluationofthedollarthroughtheP1aza 
Accord（Septemberl985)．Theprocesslngandassemblyindustrieswerehardhitby 
thehighyen,butwhileshiftmgtowardsdomesticdemand,itincreaseditsinvestment 
laggingslightlybehindthematerialsindustries 
Underthestimulusofincreasingsalesandarisingprofitrate，manufacturing 
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industriesexpandedtheircapacity-enhancinginvestment・Ａｔｔｈｅｓａｍｅｔｉｍｅ，based
onitspredictionoflaborshortageinthemediumterm,itmovedtoautomationor 
labor-savingMoreover,itaimedtoadoptaproductionmethodthatwouldimprove 
productqualityandrespondtodiversifyingdemanｄＴｈｅ“high-value-addedstrate 
gy”ａｎｄ“diversifiedsmall-lotproduction”（hereinafter“small-1otproduction,,）of 
manufacturingindustriesweretａｋｅｎａｓａｓｉｇｎｏｆｔｈｅｓｕｐｅｒｉｏｒｉｔｙｏｆｔheJapanese 
productionmethod,andhighlyevaluatedaroundtheworldExecutivesalsobecame 
overconfidentabouttheJapanesewayofmanagement,andthisgavepsychological 
supportｔｏａｂuUishinvestmentatmosphere， 
However,lookingatlong-termtrendsintheoperatingprofitratesofmanufac-
turingfirms（Figure2lthepeaksofboomshavegraduallydeclinedregardlessof 
corporatesize・Thedeclineintheprofitratewasnotanewphenomenonthatstarted
withthebubbleeconomy・Thereweretworeasonsfbrthisdec1ine・Onewasthe
difficultyinincreasinｇｐｒｉｃｅｓＯｎｏｎｅｈａｎｄ，duringtheperiodofrapideconomic 
growth,oligopolisticfirmswereabletodevelopnewhigh-quality,low-costproducts underthesystemofcompetitiveoligopoly,wherearelativelylargenumberoffYrms 
competedwithoneanother・Ｏｎｔｈｅｏｔｈｅｒｈａｎｄ,theyadoptedmarketsharemaximi‐
zationbehaviorandusedcostcompetitionTheproductionstrategyduringthe 
bubbleperiodaimedatstrengthenmgnon-pricecompetitivenessthroughproduct 
difTerentiation,butledtothedevelopmentofproductswithoutdistinctivenessatthe 
microleveLAlso，themacro-levelconditionofmarketmaturityresultedinprice 
competitionThesituationwassuchthatevenmanufacturersselfLmockinglyused 
theｔｅｒｍｓ“discounthell，，ａｎｄ“pricingdownduetoabundantcrops.”Theother 
reasonwastheincreaseincosts、Small-lotproductiondecreasedproductivity,ａｎｄ
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thepursuitfbrhigh-value-added（or,rather,“excess-quality,，）productsdecreased 
yield,therebyincreasingunitcost,ａｎｄledtoariseinthebreak-evenpoint・Ｔｈｅmaw
ofthisstrategywasnotexposed,however,aslongassalesvolumesincreased、Rather
thanrelyingontheoperatingprofltratio，whichshowsprofitsresultingfromcore 
operations，executivesreliedonthecurrentprofitratio，whosenumeratorincludes 
thebalanceoffinancialrevenuesandcosts、Thecurrentprofitratios,particularlyof
largemanufacturingfirms，ｗｅｒｅｒｉｓｉｎｇｄｕｅｔｏｔｈｅｄｅｃｌｉｎｅｉｎｔｈｅratioofborrowed 
moneytototalcapitalandtheincreaseinfInancialrevenues(ResearchandStatistics 
Department,BankofJapan,1992ｌ 
Ｂｙｔｈｅｌａｔｔｅｒｈａｌｆｏｆｔｈｅｌ９７０ｓ，non-manufacturingindustrieshadsurpassed 
manufacturingindustriesintermsofinvestment・ＡｓｓｈｏｗｎｉｎＦｉｇｕｒｅ３,duringthe
high-yenrecessionperiod，investmentbynon-manufacturingindustriesdidnotde-
clineincomparisontomanufacturingindustries，therebyproppingupinvestment 
andemployment、Alsointhebubbleperiod,mvestmentininfbrmationequipment
increased,suchasfbrpointofsales(POS）systemsinthewholesaleandretailindus‐ 
tries,computerseatreservation(CSR)systemsfbrthetransportindustry,andonline 
systemsfbrthefinanceandinsuranceindustriesInvestmentbytheservicesindustry 
(mthebroadsense)wasledbyservicesperfbrmedfbrbusinessestablishments,such 
asinfbrmation-relatedandleasingservices・Theseactivitiesreflectedanincreasein
theoutsourcingofbusinessservicesandinleasingdemandfbrcomputersandother 
equipment・ＡｓｓｈｏｗｎｉｎＦｉｇｕｒｅ２，theratioofoperatingprofittosalｅｓｏｆｎｏｎ‐
manufacturingindustriesincreasedtogetherwiththetradecycle,ｂｕｔｄｉｄｎｏｔｓｕｒｐａｓｓ 
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Japan，sCapitalAccumulationRegime 
thepreviousrecord． 
ｌ－４ＴｈｅＢｏｏｍｉｎＰ１ａｎｔａｎｄＥｑｕｉｐｍｅｎｔｌｎｖｅｓｔｍｅｎｔａｎｄ 
ｔｈｅＡｓｓｅｔＢｕｂｂｌｅ 
Ｔｈｅ“macrofbundation,，supportingthemicro-levelcorporateinvestmentwas 
anincreaseindomesticmarketsales、Investmentdroveupdemandfbrcapitalgoods，
andincreasesinthenumberofemployedworkersandpercapitawagesledtoin-
creaseddemandfbrconsumptiongoods・Theincreaseintotaldemandinduced
fUrtherinvestment・However,withtheexceptionofpersonalcomputersandsimilar
items,thedomesticmarkethadalreadymaturedMarketconditionswerenowhere 
nearthoseoftheperiodofrapidecoｎｏｍｉｃｇｒｏｗｔｈｗｈｅｎａｓuccessionofinnovative 
productsappearedonthemarketandtheeconomygrewbymorethanl5％peryear 
innominalterms・Competitionfbramaturedomesticmarketresultedinexcess‐
qualityandcutthroatpricecompetitionCorporationsinvestedinplantandequip‐ 
ｍｅｎｔwhileworseningpriceandcoststructures、
ThecyclicalprofitratemcreasewasalsoafYectedbyfactorsthatwere,asfaras 
individualcorporationswereconcemed,“accidental，,:thedecreaseinimportedmate-
rialprices,duetotheappreciationoftheyensincel985,ａｎｄｔｈｅ“reverseoilcrisis.，, 
AccordmgtoYoshikawaandOwarａ（1997),"theaccumulatedprofitresultingfrom 
theappreciationoftheyenisestimatedtohavebeen37trillionyenduringthethree‐ 
yearperiod，，ｏｆ1986-1989． 
Inwhatway,then,aretheincreaseinassetpricesandactiveinvestmentinplant 
andequipmentrelated？OnlylimitedindustriesbeneHtedfromequityflnancing， 
includingamonglargemanufacturingcorporations,anditwasnotequityfinancing 
whichsupportedtheirinvestmentinplantandequipment、Withtheexceptionof
somelarge‐andmedium-sizedmanufacturers，Corporationsadoptedtheusual 
methodofraisingfUndsthroughbankloans，Ｌｅ.，theyadoptedagrowthstrategy 
withhighdependencyonborrowedcapitaＬＡｓａｒｅｓｕｌｔ，theirfinancialstandings 
deterioratedandtheirfmancialfragilityincreasedTheJapanesefinancialsystem 
failedtotransfbrmitselffromabank-ledtoacapital-market-ledtype、Rather，it
becamepolarizeｄ（asdescribedabove,thefimdsoflargemanufacturingcompanies 
werechannelednotintoproductiveinvestmentbutintofinancialinvestment）（see 
Figure41 
AspointedoutbyYoshikawaandOgawa（1997),“lookingattheentireperiod 
oftheHeiseiboomandtheHeiseirecession，thecontributionratioofthethree 
industries-construction，realestateandfinance-thatareconsideredtohave 
directlinkswithtｈｅ“bubble,”ｉｓｉｎｔｈｅｒａｇｅｏｆ５-15％ofthetotal,afactthatindi‐ 
catestherelativelyminornatureoftheirroles,，,ａｎｄ“ｗｈｅｎｗｅｌｏｏｋａｔｔｈｅｅｎｔｉｒｅ 
ｐｅｒｉｏｄｏｆｔheHeiseiboomandtheHeiseirecession,thepatternisquitesimilartothe 
previouscycle（1975-85),inthatinvestmentsbythethreemachineryindustriesand 
theservicesindustriesplayedadominantroleindeterminingtheoverallinvestment 
trend.”Itwastheplantandequipmentinvestmentboom，involvingallindustries， 
thatsupportedtheincreaseinlandandstockprices,ａｎｄｉｔｃａｎｈａｒｄｌｙｂｅｓaidthatthe 
bubblewasthemaJorcauseoftheaccelerationoftheinvestmentinplantandequip‐ 
ment． 
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2．CollapseoftheBubbleBoom（FirstQuarterofl991toFourth 
Qurterofl993） 
2-1ＣｏｌｌａｐｓｅｏｆｔｈｅＢｕｂｂｌｅａｎｄＭｏｎｅｔａｒｙPolicy／ 
ＦｉｎａｎｃｉａｌＡｒＷｍｉｍｉ二tration
Thefallofassetpriceswastriggeredbythemonetaryrestrainｔｐｏｌｉｃｙｃａｒｒｉｅｄ 
ｏｕｔｂｙｔｈｅＢａｎｋｏｆJapan・Withtheaimofburstingthebubble,andunderthepre‐
textofguardingagainstinflation,theBankofJapanincreaseditsofficialdiscount 
rateonflveoccasionsduringtheperiodfromMayl989toAugustl990,Ｅｒｏｍ２５％ 
ｔｏ6.0％,andmaintainedthe6､0％leveluntilJulyl99LInthelatterhalfofl989 
bondpricesbegantomll，ａｎｄａｔｔｈｅｂｅｇｉｎｎｉｎｇｏｆｌ９９０ｓｔｏｃｋｐｒicesfbllowedsuit、
Eventhoughthefallinstockpriceswasinitiallytriggeredbyspeculativeactivities 
onthepartoffbreignfinancialinstitutionsinJapan，itwasquitenaturalthatthe 
disappearanceofthemechanismofstockpricesurges，unsupportedbyrealprofits， 
broughtaboutthisresult、Ａｓｆａｒａｓｅａｍｉｎｇｓｗｅｒｅｃｏｎｃｅｍｅｄ,worseningcorporate
perfbrmanceandtheproblemofnon-perfbrmingｂａｎｋｌｏａｎｓｌａｉｄｄｏｗｎｔｈｅｃｏｎｄｉ－ 
７１ 
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tionsfbrthedeclinesinthestockpricesofrelevantindustries、
Thedeclineinlandpriceswastriggeredbyquantitativerestrictionsonfinancing 
fbrtherealestateindustry（theMinistryofFinancecalleduponloaninstitutionsto 
ensurethatthｅｒａｔｅｏｆｇａｉｎｓｏｎｔｈｅｉｒｌｏａｎｓｔｏｔｈｅｒealestateindustrydidnotexceed 
therateofgainsongrosslending)．Afterreachingapeakof103.3ｍl99Lthe 
afbrementionedlandpriceindex（sixmajorcities,commercialland）graduallyde‐ 
clinedto226in2002・Declininglandpricesledtodelinquenciesamongtheland
assetsheldbyrealestateandconstructionbusinesses,andatthesametimemadethe 
non-bankandbankloansprovidedtothemdelinquentaswelL 
Theproblemofnon-perfbrmingloanswasalreadyapparentbythebeginningof 
thel990s、ＤｕｒｉｎｇｔｈｅｐｅｒｉｏｄｆｒｏｍＪｕｌｙｌ９９１ｔｏＳeptemberl993,theBankofJapan
decreasedtheofTicialdiscountrateseventimes,from６％ｔｏ1.75％・Thepurposeof
thesehikeswastosavebanksratherthantobringabouttheeffectsofastandard 
macroeconomicpolicy、Moreprecisely,sincebankshadbeenincreasingthepropor‐
tionofdepositswithderegulatedinterestrates，cuttingtheshort-terminterestrate 
hadtheeffectofcuttingthefUndraisingratefOrthebanksaheadofcuttingtheir 
lendingrate・Thusthepolicyincreasedbanks，profitmarginsandbuiltuptheir
fimdsfbrdisposingofbaddebts・
However,acrisisinvolvingbankswithhighbaddebtburdens,suchasHyogo 
BankandNipponCreditBank,ｂｅｇａｎｔｏｅｒｕｐｔａｓｅａｒｌｙａｓＡｕｇｕｓｔｌ９92．Intheface 
ofthisfirstfinancialcrisis,theMinistryofFinanceannouncedtｈｅ“UrgentOperat-
ingPlanfbrFinancialAdministration,，，whichdeterminedthebasictoneoftｈｅ 
"policyofdelay，,thatthefinancialadministrationwouldmaintainuntilJunel995、
Itwasnota"policy，，withtheclearobjectiveofdealingwithnon-perfbrmingloans 
and/orpreventingdeHation,butsimplyrepresentedabeliefthatthebanks,baddebt 
problemwouldbeautomaticallysolved,shouldthemacroeconomymakeaquick 
recoveryandlandpricesincrease． 
2-2DecreaseinEQluipmentlnvestment 
Despitethedeclineinstockprices，manufacturerscontinuedtheirplantand 
equipmentinvestmentuntilthefirstquarterofl99LInfact,personalconsumption 
wassteady,andprOjectsthathadalreadystarted,suchastheconstructionofcom‐ 
panyheadquarters,continued，Executiveshadhighexpectationsfbramarketexpan-
sion,andtherewerepersistentpredictionsofalaborshortageEventhoughequity 
financmgwasstagnant,ｔｈｅhmdsraisedduringthebubbleperioｄｈａｄｂｅｅｎｐｌａｃｅｄｉｎ 
ｆｂｒｍｓｓｕｃｈａｓｔｉｍedepositswithfreeinterestrates，ａｎｄｔｈｅｙｈａｄａｍplebusmess 
liquidity，whichcouldbeusedfbrnewinvestment・However，withthedeclinein
sales，theirhigh-coststructuresbegantobitesharplymtotheirprofitrates，and 
equipmentinvestmentstartedtodecreaserapidly・
ＮＣn-manufacturingindustriesdecreasedtheirinvestmentaheadofmanufactur‐ 
ing・Inparticular，small‐andmedium-sizedcorporationsstarteddecreasingtheir
investmentiｎｔｈｅｍｉｄｄｌｅｏｆｌ９９０，astheywerehighlydependentonborrowingand 
wereresponsivetointerestrates・However，thedeclineininvestmentbynon‐
manufHcturingindustrieswassmallｅｒｔｈａｎｔｈａｔｂymanufacturingindustries，and 
thispreventedtheeconomyfromworseninguntilthelatel990s（seeFigure3)． 
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3．“ＢｏｔｔｏｍｉｎｇＯｕｔ,,ｏｆｔｈｅＥｃｏｎｏｍｙａｎｄＧｒａｄｕａｌＲｅｃｏｖｅｒｙ 
（FourthQuarterofl993toSecondQuarterofl997） 
Ｔｈｅｅｃｏｎｏｍｙ“bottomedout”inOctoberl993,butitssubsequentrecoverywas 
sluggishTheprimaryreasonfbrthiswastheexcessivecapitalstockaccumulated 
duringthebubbleperiodHowever，ａｓｓｈｏｗｎｉｎＦｉｇｕｒｅｌ，theGDPgrowthrate 
recoveredonce,duringtheperiodfromthesecondquaｒｔｅｒｏｆｌ９９５ｔｏｔｈefirstquar-
terofl997・Thesalesandoperatingprofitsofmanufacturingaswellasnon‐
manufacturingbusinessesmovedinｔｏｔｈｅｂｌａｃｋｉｎｔｈｅｔｈｉｒｄｑｕａｒｔｅｒｏｆｌ994,and 
remainedthereuntilthebeginningofl997、Duringtheperiodfbrml996tol997，
thedeflationofproducerpriceswaｓｋｅｐｔｉｎｃｈｅｃｋ，ａｎdtheconsumerpriceindex 
increasedgradually・Ｔｈｅｌ９９０ｓｔｅｎｄｔｏｂｅｓｅｅｎａｓａｐｅｒｉｏｄｏftotalrecession，but
corporateinvestmentdidrecovｅｒａｔｏｎｅｔｉｍｅ・
Thefirstcauseoftheeconomicrecoverywastherecord-breakingpublicinvest-
mentcarriedoutinl995，CoupledwithfUrthermonetaryrelaxation、InJanuaryof
thatyear,theGreatHanshinAwajiEarthquakeoccurred,andduringtheperiod 
fromFebruarytoJulytheyenappreciatedsharply,whilestockpricesdeclinedThis 
waｓｆｂｌｌｏｗｅｄｂｙｔｈｅｏｕｔｂｒｅａｋｏｆｔｈｅｓｅｃondfinancialcrisisinAugust,triggeredby 
thebankruptciesofHyogoBank,Ltd・ａｎｄＫiduCreditUnionFromafiscalper‐
spective,“EmergencyMeasuresfbrtheHighYenandtheEconomy，，（4.6trillion 
yen）wereimplemented,inintegrationwiththeearthquakemeasuresinApriLIn 
Septemberthesewerefbllowedby"InterimEconomicMeasures,，（14.2trillionyen)． 
Fromamonetaryperspective,theofficialdiscountratewasloweredto1％inApril， 
andｔｏ0.5％ｉｎSeptember、Also,ｉｎJuly，ｔｈｅcentralbankbegantolowerthe
uncollateralizedovernightcallrate・
Second,inadditiontotheselarge-scalefiscalandmonetarymeasures,corpora‐ 
tionssetconditionsconducivetoincreasedinvestment・Manufacturing,whichhas
drasticallyreducedinvestmentsincel991,accelerateditsdownsizing,i､e､itadjusted 
capitalstocksandreducedworkfbrce,improvingitsbreak-evenpoint，1,1995,in 
linewithinvestmentbytheinfbrmationandcommunicationindustry,investmentsin 
electricalmachineryandthelikeincreased,andinthefbllowingyearalargernum-
berofindustriesincreasedtheirinvestment、AccordingtotheBankofJapan，sSho7r-
花"〃Ebo"ｏｍｉｃＳｚｗｅｙｑ/EmcZp7jFesj〃JtZpqLthedifTUsionindexfbr“Excessive
Capacity，，minus‘`InsufficientCapacity，，ofmanufacturingcorporationsinl997 
recoveredtothel9881evel,whenequipmentinvestmentwasbooming 
Afterthebubbleburst,therateofinvestmentreductionbynon-manufncturing 
mdustriesfellbelowthatofmanufacturingindustriesAtthisstage,however,non-
manufacturingindustriesalsoincreasedplantandequipmentinvestment、Ｔｈｅｓｅ
ｍｏｖｅｓｗｅｒｅｌｅｄｂｙｔｈｅｗｈｏｌｅｓａｌeandretail，transportandcommunication，andcon-
structionindustries・P1antandequipmentinvestmentbythewholesaleandretail
industry,andparticularlybysupermarkets,ｗａｓｒｅｆｅｒｒｅｄｔｏａｓｔｈｅ“Sｃcondbubble,，， 
andtotalsalesnoorspaceincreasedby４２％duringtheperiodfroml991tol997・
However，salesgrowthwassluggishduringthｅｓａｍｅｐｅｒｉｏｄｄｕｅｔｏａｄｏｗｎｔｕｍｉｎ 
ｐｅｒｓonalconsumption,andannualsalesperunitoffloorspacedeclinedby17％・The
transportandcommunicationindustryincreaseditsplantandequipmentinvestment， 
centeredaroundcellularphonenetworks． 
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Deregulation，whichproceededrapidlybeginningｉｎｔｈｅｌ９９０ｓ，providedan 
importantincentivefbrincreasedinvestmentinthewholesaleandretail,transporta‐ 
tionandcommunicationindustries、Examplesincludethechangefromleasingto
sellingofterminalsfbrcellularphones，andtherevisionoftheLarge-scaleRetail 
StoreLawfOrsupermarkets、Deregulationinducedamoveincompetitiontoward
the“firstmover，,patternThisispreciselythereasonwhysupermarketscontinued 
mvestmenteventhoughtheirsalesperHoorspacedecreasedRegulationhadthe 
effectofcoordinatinginvestment,butderegulationwithoutmechanismsfbradjust‐ 
inginvestmentinducedover-investment・
Theincreasedinvestmentbytheconstructionindustryhappened，ｏｆcourse， 
thankstolarge-scalepublicconstructionprOjects、Moreover,small-andmedium‐
sizednon-manufacturingcorporations，whichareseenasunattractiveworkplaces 
comparedtolargecorporations,activelysecuredworkersduringthisperiodofsur‐ 
pluslabor,ｗｉｔｈａｍｉｄ‐tolong-rangeperspective・Durmgtheperiodfroml992to
l997，ｔｈｅｎｕｍｂｅｒｏｆｅmployedworkersincreasedby２．７２ｍillionManufacturing 
industriescontributedadeficitof750,000,andthefinance/insurance/realestate 
industryadropof90,000,whereasthewholesaleandretailindustriescontributedan 
increaseoｆ700,000,servicesL77million,andconstruction660,000． 
Thisincreaseininvestmentandemploymentpreventedtheeconomicdeclineon 
theonehand,butexpandedthedemandgapontheother，Thusplantandequipment 
excesseswereamplified，andasaresultfinancialinstitutionswereburdenedwith 
newbaddebts． 
4．FinancialCrisisandDefIationarySpiral（SecondQuarterof 
l997-FirStQuaterofl999） 
4-1EconomicPolicyFailures 
TheadministrationunderRyutaroHashimotolaunchedaplanfbr“financial 
systemrefOrm，，(theso-called"fInancialbigbang，,)inNovemberl996,andonJanu-
aryl997expresseditsintentiontoimplement“SixStructuralRefblms，，（fbrpublic 
administration,publicfinance,socialsecurity,theeconomy,thefinancialsystemand 
education)．Thefirstreasonwhyitmadethepolicychangefromdealingwithnon‐ 
perfblmingloanstostructuralrefbrmwasthejudgmentthat,throughthepassageof 
threeflnanciallawsandthelawtohandlethe九se〃（housingloancompames)prob‐
lem，aninstitutionalframeworkhadbeenestablishedfbrthehandlingoffinancial 
institutionbankruptciesandnon-perfbrmingloans、
InAugustl992，theMimstryofFinanceadopteda“policyofdelay，,fbrhan-
dlingthebadloanproblem,butinJunel995,ｉｎａｒｅｐｏｒｔｅｎtitled“OntheRecovery 
oftheFinancialSystem”madeamajorshifttopumpingtaxpayers，moneyintothe 
earlyresolutionofthebadloanproblem、Tothatend,underthethreefinanciallaws
passedthefbllowingyear,measuresweretakentoprotectalldepositsfbrfWeyears， 
increasedepositinsurancepremiumsseven-fbld，introduce“promptcorrective 
action,,basedoncapitaladequacyratiobeginninginAprill998,etc，However,the 
infusionofpublicfimdstargetedcreditunionsalone;fbrbanks,aspecialinsurance 
premiumwasassumedtobesufYlcient・
Otherreasonsthatacceleratedthepolicyshiftincluded:theeconomicrecovery 
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thatbeganinl995,genuineanxietyabouttheescalatingnationaldebtbroughtabout 
bypublicspending（outstandinggovemmentbondsincreasedfroml78trillionyen 
inl992to245trillionyeninl996),andasensethattheTokyomoneymarketwas 
movingtooslowlytowardglobalizationThispolicyshiftresultedintheimplemen-
tation,fromApril,ofmeasuresincludinganincreaseintheconsumptiontax（from 
3％ｔｏ５％),anincreaseinsocialinsurancepremiums,ａｎｄtheabolitionofspecial 
taxbreaks・Asaresult,therewasanincreaseintheburdenpｌａｃｅｄｏｎｔｈｅｐｕｂｌｉｃｔｏ
ｔｈｅｔｕｎｅｏｆ９ｔｒillionyen・Addedtothedeclineinincome,consumptionaswellas
housinginvestmentstartedtodeclineinreactiｏｎｔｏｔｈｅ“last-minutｅdemand，，prior 
totheconsumptiontaxincrease． 
4-2ＴｈｅＴｈｉｒｄＦｉｎａｎｃｉａｌＣｒｉｓｉｓａｎｄｌｔｓＤｉｆｆｎｓｉｏｎｔｏｔｈｅＲｅａｌ 
Ｅｃｏｎｏｍｙ 
Ｌｅｄｂｙasharpdeclineinpersonalconsumptionexpenditurecausedbythe“ec‐ 
onomicpolicyfailures,，，aneconomicdownturnstartedinthefirstquarterofl997・
ItwasinthiscontextthatthethirdfinancialcrisisoccurredinNovember、Itbegan
whenthemedium-sizedbrokeragefirmSanyoSecuritiesCo.，LtdfIledfbrprotec‐ 
tionundertheCompanyRehabilitationLawTheunderlyingcausesofthebank‐ 
ruptcywasexcessiveinvestmentinthebubbleperiod，aswellasrealestateloans 
grantedbyaffI1iatednon-bankfinancialinstitutions，whichhadbecomenon‐ 
perfbrming・However，ｔｈｅｄｉｒｅｃｔｃａｕｓｅｗａｓｔｈｅｒｅｆＵｓａｌｏｆｉnsurancecompaniesto
renewthesubordinatedloanstheyhadgrantedtoSanyoSecurities・ThisrefUsalwas
inpartaresultofwhatinsurancecompanieshadleamedwhenHyogoBankwent 
bankruptandanewbankwasestablishedtotakeoveritsbusiness・Atthattime,they
werefbrcedbytheMinistryofFinancetoabandonportionsoftheirsubordinated 
loansandprovidefimdsfbrthenewbankTheministry，spasthandlingoffinancial 
institutionbankmptciesbymeansofdiscretionaryandcoercivecallsfbr“subscript 
ions,，，ｗａｓｔｈｅｃａｕｓｅｏｆｔｈｅｒｅｆＵｓａｌｏｆｉｎｓｕｒancecompaniestorenewsubordinated 
loans・WiththefilingundertheCompanyRehabilitationLaw,SanyoSecurities，call
moneydefaulted、Depositorsacceleratedmnson“suspiciousbanks.，，Financial
mstitutionsbecameselectiveingrantingfmndsinthecallmarketandsteppedup 
theirreservedepositswiththeBankofJapanOnecitybank,HokkaidoTakushoku 
Bank,Ｌｔｄ,whichexperiencedsucharun,wasnotabletoraisesuffIcientmoneyon 
thecallmarketandwentbankruptduetoinsufficientliquidity・TheBankofJapan
alsofbundthatHokkaidoTakushokuBankhadliabilitiesinexcessofassetsandhad 
failedtoextendspecialloans(thefimctionofthelenderoflastresort)．Thus,Sanyo 
Securities，defaultparalyzedthecallmarketandcausedsystemicrisk,therebybring‐ 
ingaboutthelargest-scalefinancialcrisisofthel990s・
Throughacreditcrunchfrombanks，thefinancialcrisisdiffilsedintothereal 
economy・First,majorbanks,whichwerehighlydependentoncallmoney,were
paralyzedbythefrozencallmarket,andbecamemotivatedtoslashtheirtotallend-
ingSecond,therewereexpectationsthatpromptcorrectiveactionwouldbeimple‐ 
mentedbeginninginAprill998・Bankshadtostepuptheiramortizationand
allowancefbrloanlossesbasedonselfLassessmentsofnon-perfbrmingloans・Intheir
statementsfbrFiscall997,allbankseliminatednon-perfbrmingloans-fbratotal 
ofl24trillionyen,orapproximately5trillionmorethaninthepreviousfiscalyear． 
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However,whiletheirequitycapitalwasreduｃｅｄｄｕｅｔｏｔｈｅｄｒａｗｉｎｇｄｏｗｎｏｆ 
ｓｕｒｐｌｕsesunderthedeflcitsettlementofaccounts,banksattemptedtomaintaintheir 
capitaladequacyratiosbysqueezingthedenominator,ｉ､e・ａｓsets・Inparticular,since
bankswithmternationaloperationshavetoadheretoacapitaladequacyratioof8％ 
ormore,majorbankscontributedtothecreditcrunch・
Theoutstandinglendingofmajorbanksdecreasedbyl42trillionyen,from 
338.6ｔｒｉｌｌｉｏｎａｔｔｈｅｅｎｄｏｆＭａｒｃｈｌ９９７ｔｏ３24.2trillionattheendofMarchl998・
Consideringthefactthattotaloutstandinglendingbybanksdecreasedby１２．７tril-
lionyen，from5195trillionto506､８trillionduringthesameperiod,theextentto 
whichthecreditcrunchwascausedbymajorbankswasstriking・
Tocounterthiscreditcrunchamongthemajorbanks,largecorporationswere 
abletosecuretheirliquidityathandbyissuingbondsandCPsinthecapitalmarket， 
ratherthantakingoutbankloans・SmaU-andmedium-sizedcorporationswerethe
mostheavilyaffected，Whilethedependencyoflargecorporationsonbanksisde‐ 
creasing，citybankshavebeenexpandingtheiｒｌｏａｎｓｔｏｓｍａｌｌ‐andmedium-sized 
corporations、Thesesmallerfirmsalsoexpandedtheirinvestments，dependingon
bankloans、AccordingtotheBankofJapan，ｓＳ/io解te7mOhDeP'wJZmlZ,thediffUsion
indexesfbr“financialposition，'（"Easy，，minus“Tight，，）ａｎｄ“attitudeoffinancial 
institutions，,（"Accommodative"minus"Severe，，）havedeteriorateddrasticallysinｃｅ 
ｔｈｅｅｎｄｏｆｌ９９７、Ｐａｒｔｏｆｔｈｅｐｒｏｂｌｅｍｃａｕｓｅｄｂｙｔｈｅｃｉｔybanks，creditcrunchwas
compensatedfbrthroughanincreaseinlendingbysomegovernmentfinancialinsti‐ 
tutionsandcreditassociations,buttheoutstandingcreditofallfinancialmstitutions 
tosmall‐andmedium-sizedcorporationsdecreased． 
4-3AvoidingaDeflationarySpiral 
Theindexfbrcomorateprices(wholesaleprices)hasbeenmllingsincel991,as 
havebusmessservicepricessmce1993．Inaddition,ｉｎｔｈｅｗａｋｅｏｆｔｈｅｔｈｉｒｄｆｉｎａｎ‐ 
cialcrisis,theconsumerpriceindexalsobegantodecline,andthistrendhasacceler‐ 
ate。“Duringl99８，thereweresituationssuggestingthatJapan，seconomywas
fncingthedangerofadeflationaryspiral，,（ResearchandStatisticsDepartment， 
BankofJapan,2000a,ｐ４８)．AdeHationaryspiralisaphenomenonwhereprice 
decreasesandcontractionsoftherealeconomyspiraltowardeachother・The
mechanismisasfbllows・Ｄｕｅｔｏａｌａｒｇｅｄｅｍａｎｄｇａｐ,pncecutsandtheresulting
profitsqueezeinducecorporationstocutwagesandemployment,aswellasinvest-
ment・ThisfUrtherdepressespricesandcontractstherealeconomy，obviously,the
inducingfactorherewasthecreditcrunchbroughtonbyfinancialinstitutions、By
makingdebtpaymentsapriority，corporationsattemptedtobringpricesdownand 
increasesales・
Corporatesaleshavecontinuedtodeclinesincethesecondquarterofl997in 
thenon-manufacturing,ａｎｄｔｈｅｆＯｕｒｔｈｑｕａｒｔｅｒｏｆｌ９９７ｉｎｔｈｅmanufacturingindus-
tries（thenegativegrowthofbothindustriescontinueduntilmid-1999)．Thisde‐ 
clinewasanunderlyingfactorintheworseningfinancialpositionoffirms、In
addition,plantandequipmentinvestmenthasalsocontinuedtodeclmesincethefirst 
quarterofl998mnon-manufacturingandthethirdquarterofl998inmanufactur-
ingThenumberofemployedworkershasalsodeclinedsincethefirstquarterof 
l998（itwasonlyelevenquarterslater，ｉ､e・inthethirdquarterof2000,ｔｈａｔ
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employmentstartedtogrow)．Totalcashsalariesstabilizedatalowlevelduringthe 
periodfromthefburthquarterofl994tothefburthquarterofl997,butfellintoa 
negativeannualgrowthrateinthefirstquarterofl998（itwasonlyninequarters 
later,i､e・inthefirstquarterof2001,thatitbecamepositiveagain)．Theunemploy‐
ｍｅｎｔｒａｔｅａｎｄｔｈｅｎｕｍｂｅｒｏｆｕｎｅｍｐｌｏｙedworkerssoared,ｆｒｏｍ3.47％and236 
millionpersonsinl997to5.17％ａｎｄ３．４８millionpersonsin200L 
However，thedownwardspiralofdeclimngpricesandtherealeconomywas 
halted・First,thefbllowingthreefinancialmeasureswereimplementedtoeasethe
insufTIcientliquidityonthepartoffinancialinstitutionsandcorporations： 
（１）TheBankofJapangranted,asthelenderoflastresort,alargenumber 
ofloanstosome“Sound,，fmancialinstitutionsthatfacedabankruns・Inaddition，
itaccelerateditsmonetaryrelaxationbeginninginSeptemberl998,andinNovember 
ofthesameyeardecidedtodirectlysupportcorporatefinance,throughtheuseofCP 
operationsandtheintroductionofcorporatebondoperations． 
（２）Asanemergencymeasure,thegovemmentestablishedafinancialcrisis 
managementsystem、InFebruaryl998，ｔｗｏｌａｗｓｆｂｒfinancialsystemstabilization
(theFmancialReconstructionLawandRevisionofDepositlnsuranceLaw）ｗｅｒｅ 
passed,providingtaxpayers，ｍｏｎｅｙｉｎｔｈｅａｍｏｕｎｔｏｆｌ７ｔｒｉｌｌｉｏｎｙｅnfbrspecialfUnd 
assistanceabovepay-offcosts(entiredepositprotection),aswellasl3trillionyento 
boost``sound，，banksthatwereshortofequitycapiｔａＬＡｔｔｈｅｅｎｄｏｆＭａｒｃｈ,banks 
receivedanactualinjectiontotalingl8trillionyen・
However,theflnancialcrisiscontinuedandｔｈｅ``FinancialRevitalizationLaw，， 
and“EarlyStrengtheningLaw（TheLawConcerningEmergencyMeasuresfOr 
EarlyStrengtheningofFinanciallnstitutions),，wereenactedinOctobrl998・The
fbrmerestablishedaFinancialReconstructionCommission,ａｎｄｆｂｒｔｈｅｆｉｒｓｔｔｉｍｅ,a 
systemtodealwithbankruptciesoffinancialinstitutionswasfbrmulatedUnder 
thisnewsystem，ＴｈｅＬｏｎｇＴｅｒｍＣｒｅｄｉｔＢａｎｋｏｆＪａｐａｎａｎdNipponCreditBank 
becamesubjecttospecialpublicmanagementoperationsinSeptemberandDecem‐ 
ber,respectively・Ａｓａｌｅｇａｌｆｒａｍｅｗｏｒｋｔｏａｌｌｏｗ“sound，，bankstostrengthentheir
capitaladequacy,thelatterlawonceagaininjectedpublicmoney-75trillionyen 
-intomajorbanks2． 
（３）Ｔｈｅ“SpecialCreditGuaranteeSystemfbrSmall‐andMedium-sized 
Entelprises,'wasimplementedasagovernmentpolicymeasurewithalimitedperiod， 
fromOctoberl998toMarch2000，Thismeasurewasextendedfbranotheryear,ａｎｄ 
thetotalamountofguaranteedloansrosetoalmost29trillionyen・Thecredit
squeezefbrsmall-andmedium-sizedcorporationsimproveddrastically・
Second，fiscalpolicywaschangedfromanausteritypolicytoanexpansionist 
oneInFebruaryl998,aspecialincometaxcut（Ztrillionyen）wasadopted,fbl‐ 
lowedbyComprehensiveEconomicMeasuresinApril（16.2trillionyen),andEmer‐ 
gencyEconomicMeasuresinNovember（２３．９trillionyenlThisdrasticincreasein 
publicdemandwasthemostsignificantfactorincounteringthedeteriorationofthe 
realeconomy、Ｔｈｅ``FiscalStructuralRefbrmAct，，ｗａｓｐａｓｓｅｄｉｎＡｐｒｉｌｌ９９８ａｓｏｎｅ
ｏｆｓｉｘrefbrms,butitwassoonsuspended、PrimeMinisterHashimotodidpoorlyin
theUpperHouseelectionofJulyl998，ｄｕｅｔｏｔｈｅ‘`economicpolicyfailures，，ａｎｄ 
steppeddownmfavorofKeizoObuchi，Thiswasthepoliticalchangethatprovided 
thebackdropfbrtheturnaroundinfiscalpolicy 
Third,therewerechangesintheprice-settingbehaviorofcorporations・Individ-
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ualcorporations“resisted，atleasttemporarily，thedownwardpressureinprice‐ 
settingfbrproducts.，，Ｔｈａｔｉｓ，“fbrlargemanufacturingcorporati０，s，…ｉｔｗａｓａ 
ｒａｔｉｏｎａｌｃｈｏｉｃｅｔｏｐｕｔｍｏｒｅｅmphasisontheimmediateproHtrate，ratherthanto 
expandtheirmarketshare，ａｎｄｔｏｍａｋｅｓｅｃｕｎｎｇａｐｒｏｆｉｔmargin，notreducing 
pnces,apriority，，（ResearchandStatisticsDepartment,BankofJapan,2000b)． 
Theafbrementionedmacro-economicpolicieswereefYbctiveinpreventinga 
denationaryspiral,becausecorporationsdeployedthispricingstrategy． 
4-4CurrentStatus 
Therecessionthatstartedinthesecondquarterofl997wastriggeredbythe 
"economicpolicyfnilures.，，Thethirdfinancialcrisis,whichoccurredinNovember 
l997duetoseriousmismanagementingovemment,spolicyfbrthedisposalofbad 
debts,quicklyspreadtotherealeconomy・Ｈowever,monetaryandfiscalpoliciesat
themacro-economiclevel，andcorporateprice-settingbehavioratthemicro-
economiclevel,managedtonarrowlypreventadenationaryspiraLThedeclinem 
plantandeqUipmentinvestmentduringthepｅｒｉｏｄｆｒｏｍｌ９９８ｔｏｌ９９９ｗａｓｄｕｅｔｏｔｈｅ 
financialcrisia 
Later,theeconomyenteredintotwophasesofrecovery,duringtheperiodsfrom 
thefirstquarterofl999tothefOurthquarterof2000,andfromthefirstquarterof 
2002onward,butbothrecoverieswereshort-lived(seeFigurel)．Contributionsby 
GDEcompositionindicatethatthefbrmerrecoverywasfirstledbypublicdemand， 
andthenfbllowedbyexportsandequipmentinvestmentsDuringtheperiodfrom 
thesecondquarterofl999tothethirdquarterof2000，“onethirdofexports,half 
ofproduction,ａｎｄ８０％ofplantandequipmentinvestmentwerecontributedbylT,, 
(ResearchBureau,EconomicP1anningAgency,2000,ｐｐ２－３)．However,there 
werefewspilloverefYectstonon-ITindustries，Whenexportsstagnatedduetothe 
U.S、economicrecession，miningandmanufacturingproduction，andparticularly
thatofinfbrmation-relatedmachinery,declinedsharply・Therecoveryinmanufac‐
turinghascenteredonautomobileexportstotheUS・andmachineryexportstoAsia，
ａｎｄｈａｓｎｏｔｌｅｄｔｏａｎｅｘｐａｎｓｉｏｎｏｆｄｏｍesticdemand． 
5．ＴｒａｎｓｆｂｒｍａｔｉｏｎｏｆｔｈｅＣａｐｉｔａｌＡｃｃｕmulationRegilne 
Withtherepeatedfinancialcrisesｉｎｔｈｅｌ９９０ｓ，Japan，scapitalaccumulation 
reglmehaschangedThedrivingpowerbehindthistransfbrmationhasbeena 
downsizingstrategyamongflrmsfbremployment，debts,andplantandequipment 
investment・Thiscorporatedownsizingismakingconventionalmacro-economic
mechanismsunworkable，restrainingplantandequipmentinvestment，increasing 
unemployment，andbringingdeflation・Ｔｈｅｒｅｆｂｒｍｏｆｔｈｅｆｍａｎｃｉａｌｓｙｓｔｅｍ－ａ
subsystemofthecapitalaccumulationregime-isnearcompletion，andasystem 
hasbeenestablishedtoresolvefailuresamongfinancialinstitutions・However,the
non-perfbrmingloansremain，Moreover，governmentpolicyhasbecomeincreas-
inglyunstable・Furthermore，theinstitutionalframewmkofthecapitalaccumula-
tionregimehasbeenbreakingdown,thoughnotsignificantlyyet・Thenewfbrmof
thecapitalaccumulationregimecannotyetbepredicted,ｂｕｔｉｔｍａｙｂｅｐｏｓｓｉｂｌｅｔｏ 
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outlinesalienttrendsinthetransfbrmationofthecapitalaccumulationregimethat 
havemanifestedthemselvesthusfar． 
（１）MalfnnctionofMechanismsinthe“TrendtowardsaService 
Economy,’ 
Japan，scapitalaccumulationregimeismovingtowardstheservicemdustries・
ＩｎｔｅｒｍｓｏｆｔｈｅＧＤＰｓｈａｒｅｓｏｆｄｉｆＴｅｒｅnteconomicactivitiesinl965,manufacturing 
accountedfbr32､8％，whiletheserviceindustry，broadlydefined，accountedfbr 
42､5％（12.3％fbrwholesaleandretail;22.6％fbrelectricityandgas,financeand 
insurance,transportandcommunication;ａｎｄ7.6％fbrprivateprofitserviceindus‐ 
tries)．Thecorrespondingfiguresfbr2001were20.8％,64.5％（14.5％,29.5％,and 
20.9％),respectivelyThe"trendtowardsaserviceeconomy，，hasbeensupportedby 
amechanismwherebymanufacturingindustriesdispenseaportionoftheirproduc‐ 
tivityincreasestonon-manufacturingindustries・Non-manufacturingindustries
(broadlydefinedasthesewiceindustry）areinherentlylabor-intensive,andthe 
capitalequipmentratioislowerthaninmanufacturingindustries・Thelaborproduc‐
tivitygrowthrateisalsolower，Ｉｎｔｈｅｐａｓｔ,manufacturingindustriesreducedrela‐ 
tivepriceswithintherangeofproductivityincreases，andacqUiescedtothenon‐ 
manufacturingindustries，additionofwageincreasestotheprice・Thismechanism
fbrtheallocationofproductivitysecuredtheprofitrateofnon-manufacturingindus‐ 
tries,andsupportedthe“trendtowardsaserviceeconomy'，（ResearchandStatistics 
department,BankofJapan,1999)． 
However，manufacturing，whichhasdownsizedsincearoundl993,aheadof 
non-manufacturingindustries,increasinglycutprocurementpricesfbrservicespro‐ 
videdbynon-rnanufacturingindustries、Pricesettingbynon-manufacturingindus-
trieswasalreadydifTicult,ａｎｄｔｈｅｐｒｏｆｉｔｒａｔｅｗａｓfaltering、Ａｆｔｅｒｔｈｅｅｎｄｏｆｌ９９７，
manufacturingindustriesintensifYedtheirdemandsonnon-manufacturingfbrfnr‐ 
therpricecuts・
AsurveyofcorporationslistedinthefirstdivisionoftheTokyoStockEx-
change,entitledPP･jceSbrrj"gBeAaWo沼ｑ/ﾐﾊZpα"eseCbmomrio"sLconductedbythe
BankofJapanｄｕｒｉｎｇｔｈｅｐｅｒｉｏｄｆｒｏｍＡｐｒｉｌｔｏＭａｙ２000,alsosupportstheabove 
analysis・Ｃｏｍｐａｒｅｄｔｏｔｈｅｐｅｒｉｏｄｆｒｏｍｌ９９６ｔｏｌ997,customer-1edpricesetting
intensifiedinnon-manufblcturingindustries・Thoughpricecompetitionisstilltaken
fbrgranted,thenumberofcorporationsrespondingbyincreasingproductivityand 
cuttingcostsisincreasing、Themechanismsupportingthe“trendtowardsaservice
economy,，,wheremanufacturingindustriesallocateproductivityincreases,ｉｓfailing， 
andthisisonereasonwhyinvestmentinlabor-intensivenon-manufacturingindus‐ 
trieshasbeenstagnant・ＡｓｓｈｏｗｎｉｎＦｉｇｕｒｅ３,since1998,non-manufacturingmdus‐
trieshavebeenreducinginvestmentinparallelwithmanufacturing，andtheyhave 
yettorecover・Thecurrentrecessioncanbeseenasonethatisledbynon-
manufacturingmdustries． 
（２）ChangesintheBusineSsCycleMechanism 
Thankstodownsizing,corporations，ratioofoperatingprofYtstosaleshasbeen 
recoveringsincethebeginningofl999・Whilesalesgrowthremainednegativeinthe
latterhalfof2002,flrstthemanufncturingindustries,ａｎｄthen,withsomedelay,ｔｈｅ 
ｎon-manufacturingindustries，sawarecoveryinoperatingprofits・However，ｃｏｍ－
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pensationtoemployeesisstillsluggish3・Corporationshavecontinuedtodownsize，
andthenumberofemployeesandwagesarebothdeclining，Thedeclineincompen‐ 
sationtoemployeesisslowingprivatefmalconsumptionexpenditures（whichac‐ 
countfbrnearly60％ｏｆＧＤＥ)andhasbecomeoneofthema]orreasonsbehindthe 
shortlifeofeconomicrecoveries・Ｉｎｔｈｅｐａｓｔ，Japan，sbusmesscycleswereledto
recoverybyhousinginvestmentandexports,fbllowedbyinvestmentrecoveriesthat 
increasedthenumberofemployeesandwages、Ｔｈisincreaseincompensationto
employeespromotedconsumption，therebysupportingprolongedbusinessbooms・
Duringrecessions，laborhoardingandthedownwardrigidityofwagesstabilized 
consumption,therebyplayingarolesupportingtotaldemandThismechanismis 
malfimctioningEvenwhenexportsincrease,theinvestmentrecoveryisweak,ａｎｄ 
ｉｔｄｏｅｓｎｏｔｌｅａｄｔｏａｎｉｎｃｒｅａｓｅｉｎｅｍｐｌｏｙｍｅｎｔａｎｄｗａｇｅｓ 
Ｕｐｕｎｔｉｌｎｏｗ，consumptionhasnotdecreasedinlinewiththccutsintotal 
compensationtoemployees、Thisisprimarilyduetosteadyconsumptionbythe
elderly(pensioners)andthedrawillgdownofdepositsbyhouseholdsfHowever,the 
decreaseincompensationtoemployeeshasmadebusinessrecoveriesshort-1ived,to 
besure、Also,thereisconcernthatifmanyemployeesadjusttheirexpectedwages
downwardsinthemidstofaprolongedrecession,themacroeconomicmechanism， 
whichcomprisesthecapitalaccumulationregiｍｅ,willreinfbrceuncertainties、This
isatypical``fallacyofcomposition，，wheremicrolevel“rational，,corporatebehavior 
underminesthemacroeconomicfbundationTherearestronghintsthatthecurrent 
depressionisoneofpersonalconsumption． 
（３）DeflationandF1aggixngCorporateStrategies 
Eventhoughprofitratesarerecovering，Corporationsareappropriatingcash 
flowsnotfbrplantandequipmentinvestment,butfbrtherepaymentofdebts・They
haverestrainedinvestmentduetoaprOjectedfinancialcrisis,decreasesinthepro‐ 
jectedgrowthrate,ｔｈｅｍcreasedoverseaspresenceoffirms,andthelackofnew 
managementstrategies、Thefinancialcrisiswillbediscussedinthenextsection、
Here,wewillconsiderthethreelatterfactors・
Accordingtothe“FY2002SurveyofCorporateBehavior，，conductedbythe 
EconomicandSocialResearchlnstitute,CabinetOfYIce,themostimportant``deci‐ 
sivefactorfbrinvestmentinplantandequipment，，ｗａｓ“trendsindomesticand 
fbreigndema､｡,，，fbllowedby``revenueleveL'，Thoughthereweretemporaryrecov-
eryprOjectionsfbrFY1995andFY2000,theprOjectedGDPgrowthratebycorpo‐ 
rations（"growthrateoutlookfbrthenextfiveyears,,）sincel990hasbeendeclining， 
from4.3％ｉｎＦＹ１９９０ｔｏ1.0％ｉｎＦＹ２００３、Corporationsaretrappedinavicious
cycle:thedeclineinactualeconomicgrowthisholdingbackprOjectedgrowth， 
therebyrestrainingmvestmentinplantandequipment、
Ｏｎｅｆａｃｔｏｒｔhathascontributedtothesluggishinvestmentinmanufacturingis 
theincreaseinfbreigndirectinvestment・Theratiooffbreigndirectinvestmentm
plantandequipment（inmanufacturingindustries,definedas"valueofinvestments 
inplantandequipmentbyaffIliatedoverseascorporations，,／“valueofinvestments 
inplantandequipmentbydomesticcorporations,，）increasedfrom9､5％inl990to 
ZO､０％ｉｎ2001;theratiooffbreignproduction（inmanufacturingindustries,defIned 
as"salesbyafTiliatedoverseascorporations"／"salesbydomesticcorporations，，)rose 
from6.4％ｔｏ16.7％;thenumberofemployeeshiredbyaffiliatedoverseascorpora‐ 
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tionsincreasedfromL55millionpeｒｓｏｎｓｔｏ３､l4millionpersons；andtheratioof 
reverseimportsfromoverseascorporations（inmanufacturingindustries,definedas 
"valueofimportsfromaffiliatedoverseascorporations，，／"valueoftotalimports"） 
wentfrom42％ｔｏ15.1％．Overseasinvestmenthasthushadanegativeimpacton 
domesticinvestmentandemployment（MinistryofEconomy,Tradeandlndustry， 
Z003aand2003b)． 
Micro-1evelcorporatestrategyhasalsohamperedarecoveryininvestment・
AccordingtotheafbrementionedsuｒｖｅｙｂｙｔｈｅＢａｎｋｏｆＪａｐａｎ，manycorporations 
areshiftingfromtheconventionalpricecuttingstrategyfbrmaintainingand/or 
expandingtheirmarketshare，toastrategythatemphasizestheprofItrateThis 
shifthasbeenacceleratedbyadecreaseindemandandthestrengtheningofselective 
purchasebybuyers・Inmanufacturing，corporationsareshiftingtheirbehaviorin
suchawayastosecureprofYtwithoutcuttingprices,whilewatching“themovements 
oftheirrivals.”Ｔｈｅｍｅａｎｓｆｂｒｄｏｉｎｇｔｈｉｓｉｓｔｈｅ‘`diffbrentiationofproducts.，,In 
non-manufacturing,clientsareincreasinglytakingtheinitiativeinpricesetting,as 
wasmentionedearlier・However,amidintensifyingcompetitionfbrashrinking
market,thedevelopmentofproductsthatsatisfytheneedfbrproductdifTerentiation 
isnotprogressingasｗｅｌｌａｓｈａｄｂｅｅｎｈｏｐｅｄ,andpricecuttingcompetitionisoccur-
ringoutofnecessity・ＴｈｉｓｉｓｔｈｅｒｅａｓｏｎｗｈｙｄｅＨａｔｉｏｎｉｓｔａkingplace・
Concerningtherelationshipbetweensalespricesandcosts，themostcommon 
responsegivenintheafbrementionedsurveybytheEconomicandSocialResearch 
Institute,CabinetOfflce,was,“thedeclineinsalespricesisprogressingaheadofcost 
cutting,placingpressureoncorporateprofIts,，（75.5％〕Whenaskedthereasonfbr
thepricedecline，‘`cuttingofsalespricesbyotherdomesticproducersinthesame 
industryorimportpricecuts，，wasthemostcommonresponse（67.0％)．Forcoun-
termeasures,“squeezinglaborcosts”（75.7％）ａｎｄ“reviewingsuppliers，，（71.4％） 
scoredhigh，indicatingtheextenttowhichdownsizingandcutsinsupplierprices 
haveprogressed 
lnthe“FY2001SurveyofCorporateBehavior,,,almosthalfofalllargecorpo‐ 
rationstargetedrespondedthattheirinterest-bearingdebtwasexcessive．Ａmongthe 
corporationswithexcessivedebt,thelargestproportion,30.4％，respondedthatit 
wouldtake``twotothreeyears，，toretumtoanappropriatelevel・Whenaskedabout
theirlevelofemployees,ｏｎｌｙ39.7％respondedthatitwasadequate,andthelargest 
proportionrespondedthatitwouldtake“uptothreeyears”ｔｏｒｅｔｕｒｎｔｏａｎａｐpropri‐ 
ateleveLDebtandemploymentdownsizingareexpectedtocontinue・
However，corporatestrategiesarenotlimitedtothe‘`balancedcontraction，， 
type，whichconsistsmainlyofdownsizmg・First，industriesarerestructuring・In
materialindustriessuchascement，ironandsteel，ａｎｄｃｈｅｍicals，anoligopolistic 
trendcanbeseenWhileshiftingfromcompetitiveoligopolytocooperativeoligop‐ 
oly,theseindustriesareregainingprice-settingcapabilities・Second,ａ“selectionand
concentration，，ｔｒｅｎｄｃａｎｂｅｓｅｅｎ，particularlyintheelectricalmachineryindustry， 
ＷｈｉｌｅＤＲＡＭproductionisbeingconcentratedinonecompany，theindustryis 
investinginhomeinfbrmationappliances（digitalizedhomeappliances,cellular 
phoneswithcamera,etc.）andhigh-valueaddedelectronicpartsThird,ascanbe 
typicallyobservedintheautomobileindustry，Corporationｓｈａｖｅｂｅｅｎｗｏｒｋｉｎｇｔｏ 
ｔｒｉｍｔｈｅｆｔｌｔofTofsmall-1otproductiontoreconstructaleanerproductionmethod， 
ｂｙｆｂｒｅｘａｍｐｌｅｕｓｉｎｇｃｏｍｍｏｎｐａｒｔｓａｎｄｌｉｍｉｔｍｇｔhetypesofcarsproduced，ａｎｄ 
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implementinginnovativestrategiessuchasthedevelopmentofhybridcarsandfilel 
cells 
Manufacturingmatters・Value-addedproductionaccountsfbr20.8％ｏｆＧＤＰ・
IfitsspilloverefTecttowardstheserviceindustriesinthewidersenseistakeninto 
account,thisfigureincreasesto32､4％（MinistryofEconomy,Tradeandlndustry／ 
MinistryofHealth，LaborandWelfare/MinistryofEducation，Culture，Sports， 
ScienceandTechnology,2003,pl6)．Inparticular,thethreemachineryindustries 
(accountingfbr22１％ofthevalue-addedproductionofmanufncturingindustries)， 
ｗｈｉｃｈｍａｋｅｕｐｔｈｅｃｏｒｅｏｆｔｈｅｐｒｏｄｕｃｔivitydispensmgsystemsupportingｔｈｅ``tren 
dtowardsaserviceeconomy,，，havealargespillovereffectonthedomesticmarket， 
andmakeupalmost80％ofexports・Inshort,thethreemachmeryindustriesarethe
keyindustriesofJapan,seconomy、WhileJapanesemanufacturingsuccessfUllyinte‐
gratedMEtechnologyinthel980s,ｉｔｆｅｌｌｂｅｈｉｎｄｔｈｅＵ・ＳｉｎｔｅｒｍｓｏｆｔｈｅｌＴｒｅｖｏ－
１ｕｔｉｏｎｉｎｔhel990s・However，therearestillmanypossibilitiesfbrtheuseofIT
technology・Theoverseastransfer（Le.,tootherpartsofEastAsia）ofproduction
linesisinevitabIefbrmass-producedproductswhereJapanhasnolongercompetitive 
adVantage・Inplaceofsuchproducts，Japaneseindustrymustdevelopinnovative
productsbasedonthedomesticmarketwhilestrengtheningitsorganizationalcapa‐ 
bilities 
Establishingcompetitiveadvantageinmanufacturingisthekeytorepairingthe 
malfmnctioningmacro-economicmechanism・Thiswillallownon-manufacturing
industriestorecovertheirprofitrate,andaccordingly,theirinvestmentandemploy-
mentabsorptioncapacity． 
（４）ContinuedFinanciallnstability 
Withtherepealofconventionalfinancialregulationsinthel990s,banksgained 
agreatdealmorefreedominfbrmulatingstrategies・Also,duringthecourseofthree
consecutivefinancialcrises，systemsfbrresolvingfailuresoffinancialinstitutions 
andfbrcontrollingfinancialcriseswereestablished,promptcorrectiveactionbased 
onthecapitaladequacyratiowasintroducedasabasicmeasureofthenewprudence 
regulation,andthefinancialadministrationwasrestructured 
Theremovalofcompetition-restrictingregulationｓｗａｓｍｏｒｅｏｒｌｅｓｓcompleted 
bytheendofthel990s．（１）Theliberalizationofdepositinterestsprogressed 
smoothlyinlineｗｉｔｈ``TheJapan-US・Yen/DollarCommitteeReport,'，andinJune
l993timedepositinterestswereliberalized，fbllowedbythefUllliberalizationof 
demanddepositinterestratesinOctoberl994,withtheexceptionofthezero-interest 
provisionfbrcurrentdeposits・Forlendinginterestrates,“thenewshort-termprime
rate,,，whichistiedtoshort-termmoneymarketrates，wasintroducedinJanuary 
l989,ａｎｄ"thenewlong-termprimerate，，wasintroducedinAprill991．(2)Asfbr 
fUnctionalsegmentationamongflnancialinstitutions，ｔｈｅ``LawsRelatedtoFinan-
cialSystemRefbrm，,ofJunel992allowedmutualentryintobankingandsecurity 
marketsthroughsubsidiaries，ａｎｄｔｈｅ“TwoLawsConcerningFinancialHolding 
Companies,,ofDecemberl997gavethegreenlighttofinancialholdingcompanies． 
(3)Concerningtheseparationofdomesticandfbreignfinancialmarkets,deregula‐ 
tionwascompletedwiththeabolishmentof"exchangebank-ism,，（regulationslimit‐ 
ingfbreignexchangetransactiontoauthorizedfbreignexchangebanks)．Therules 
onfinancialholdingcompaniesandthenewfbreignexchangelaworiginatefrom 
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PrimeMinisterHashimoto，ｓ“FinancialBigBang，，ofNovemberl996・
ThefInancialadministrationwasalsorefbrmed．(1)ＩｎＪｕｎｅｌ９９７,TheBankof 
JapanLawwasrevised,ａｎｄｔｈｅＢａｎｋｏｆＪａｐａｎｗａｓｇｉｖｅｎｉｎｃｒeasedautonomyfrom 
theMinistryofFinance（efTectiveAprill998)．(2)TheMinistryofFinance，sfiscal 
andfinancialauthoritieswereseparated、First，ｉｎＮｏｖｅｍｂｅｒｌ９９６“TheLawto
EstablishFinancialSupervisoryAgency，，waspassedandtheMinistryofFinanＣｅ，s 
authoritytocarryoutfinancialinspectionsandsupervisolyfnnctionswereseparated 
(TheFinancialSupervisoryAgencywasinauguratedinJunel996)．Lateron,inthe 
courseofthereorganizationofcentralgovernmentministries,ｗｈｉｃｈｆｂｒｍｅｄａｐａｒｔ 
ｏｆｓｉｘｍａＪｏｒｒｅｆbrms,thefUnctionoffinancialplanningwasalsoseparatedfmmthe 
MinistryofFinance・Ｗｉｔｈthis,nearlyeverythinginvolvingfinancialadministration
wasintegratedunderthe"FinancialAgency，，（inauguratedinJuly2000)． 
Asoutlinedabove，thefinancialcrisiscontrolsystemwasdevelopedinthree 
stages:Ｊｕｎｅ1996,Februaryl998,andOctoberl998Furthermore,ｉｎｏｒｄｅｒｔｏｃｏｐｅ 
ｗｉｔｈｔｈｅｅｎｄｏｆｔｈｅｆｉve-yearprefErentialmeasuresduringwhichthetotalamountof 
depositswastobesecured，theDepositlnsuranceLawwasrevisedinMay2000 
(takingefTectinApril2001)．Thisresultedinthedevelopmentofapermanent 
financialcrisiscontrolsystem,withthecapacitytoresolvefniluresofflnancialinsti-
tutions、
Despitetheserefbrms,however,fmancialinstabilitypersists・Inthesettlement
ofaccountsfbrfiscalyearsl991-200Lnon-perfbrmingloansdisposedofbyallbanks 
amountedto78trillionyen,butthereisstillatotalof43・Ztrillionyeninsuchloans．
(Thesefiguresdonotincludebankruptbankslftheywereincluded，non-
perfbrmingloansdisposedofwouldamounttoapproximately90trillionyen)．The 
netprofitsofbanks,corebusinessesamounttoonly5trillionyen,andtheirsulpluses 
arebeingdepletedduetolossesyearafteryear・Duetotheincreaseinbookvalue
resultingfromsalesofsecuritieswithbuilt-ingains,thesecuritiesheldbybanksnow 
havebuilt-indeficits・ＡｔｔｈｅｅｎｄｏｆＭａｒch2002,internationallyoperatingbankshad
equitycapital（Tierl）intheamountofl83trillionyen,outofwhichpublicfimds 
amountedtｏ４６ｔｒｉｌｌｉｏｎｙｅｎａｎｄｄｅｆｂｒｒｅｄｔａｘａssets7､Ztrillionyen，ａｄｄｉｎｇｕｐｔｏ 
６４％ofthetotaLAlthoughlandreevaluationexcessesareprovidingsomethingof 
anincrease,therehasbeenaremarkabledeteriorationofmanagementvitality， 
Totaloutstandingloansofallbanksdecrｅａｓｅｄｂｙａｓｍｕｃｈａｓ５０ｔｒｉｌｌｉｏｎｙｅｎ－ 
ｆｒｏｍ５０６ｔｒｉｌｌｉｏｎｙｅｎａｔｔｈｅｅｎｄｏｆＭａｒｃｈｌ９９７ｔｏ４５６ｔｒｉｌｌｉｏｎｙｅｎｉｎＭａｒｃｈ２002． 
Mostofthisdeclinemvolvedmajorbanks(majorbanks，outstandingloansdecreased 
by47trillionyen,from324triUionyento277trillionｙｅ､)．Thisreductionwas 
equivalenttotheeffbctofonemegabankgoingbankruptanddisappearing、Fearing
theinvocationofpromptcorrectiveactionduetoadeclineintheircapitaladequacy 
rates,majorbanksaretighteningcreditevenfUrther・Thiscreditcrunchiscon-
straininghighlyindebtedsmall-andmedium-sizedcorporations,therebyamplifying 
deflation． 
（５）Koizumi,sStructuralRefbrmsandIncreasedFinanciallnstability 
Animportantfactorbehindthe“creditcrunch'，ofmajorbanksisthegovern 
ment，spolicyfbrthedisposalofbaddebts、Ｕｎｄｅｒｔｈｅｓｌｏｇａｎｏｆ“withoutstructural
refbrms，ｎｏgrowth,，,theKoizumiadministration，whichwasinauguratedinApril 
2001,announcedaplanfbrgettingmajorbanks，、on-perfbrmingloansoffthebal-
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ancesheetwithintwoyearsfbrexistingonesandthreeyearsfbrnewones・However，
HakuoYanagisawa，theMinisterinChargeofFinancialAfYnirs，hadskepticism 
regardingthemethoｄｏｆｕｓｉｎｇｐｕｂｌｉｃｆｉｍｄｓｔｏｆｉｌｌｔｈｅｅｑuitycapitalinsufHciency 
causedbythestricterassessmentofloanassets・Instead,usingtheexpectedliftingof
thebanonpayofTStowardstimedepositsstartinginApril2002asanmcentive,he 
adoptedasoft-landingapproach,ｗｈｉｃｈｕｒｇｅｄｂａｎｋｓｔｏｃａｒｒｙｏｕｔｔｈｅｅａrlydisposal 
ofbaddebtslnthecabinetreshufT1eofSeptember2002,Yanagisawawasreplaced 
byHeizoTakenaka,ａｎａ｡vocateofthehard-landingapproacｈＡｔｔｈｅｅｎｄｏｆＯｃｔｏ‐ 
ber,Takenakaannounceda"FinancialRevitalizationProgram,"statingthat"major 
banks，bad-debtratiowillbedecreasedｔｏｈａｌｆｏｆｔｈｅｃｕｒｒｅｎｔｌｅｖｅｌｂｙｆｉｓｃａlyear 
2004,,，ａｎｄthat"theassessmentofmajorbanks，assetsshallbemorestringent,their 
equitycapitalshallbeenhanced,andtheirgovernanceshallbestrengthened.，，Atthe 
sametime,TakenakaonceagainpostponedtheliffingofthebanonpayofTStowards 
demanddepositswhichhadbeenexpectedtotakeplaceinMarch2003・
TheTakenakaplanwassofTenedduetostrongoppositionfromfinancialcircles 
andfromwithintheLiberalDemocraticParty,butthemarketreactedinconcernfbr 
adeclineinthecapitaladequacyratioofbanksduetothestringentassessmentof 
assetsaswellasthedeclineintheamountofdeferredtaxassetstobeaddedtothe 
surplus,withtheresultantinvocationofthepromptcorrectiveaction・Attheendof
March2002,thenon-perfOrmingloansofmajorbankswereconcentratedinthethree 
industriesofrealestate（35.8％),wholesaleandretail（11.7％),andconstruction 
(11.7％)．Ifpromptcorrectiveactionisinvoked,wecanexpectthatmanycompa‐ 
niesintheseborrowingindustrieswillfailandbankswillaccelerateｔｈｅ‘`credit 
crunch.,， 
FearfUlofanyintensificationoftｈｅ“creditcrunch,，,Corporationsarecontinu-
ingtodownsizeinordertoreducetheirfixedcostsandmterest-bearingdebt、Herein
liesoneanswertothequestionofwhycorporationsareappropriatingrecovered 
profitsnotintoinvestmentsbutfbrtherepaymentofloans・TheexpectedfUrther
contractionoftherealeconomyintheprocessofstructuralrefbrmisanotherreason 
fbrrestraintsoninvestment・Ｉｎｔｈｅ“SpecialSurvey:ResultsofSurveyonP1antand
EquipmentlnvestmentBehavior，，conductedbytheDevelopmentBankofJapanin 
Augustl999，andtargetinglargecorporationswｉｔｈａｃａｐｉｔａｌｏｆｏｎｅｂｉｌｌｉｏｎｙｅｎｏｒ 
more,colporationsanswering“therearerestrainingfactorsfbrplantandeqUipment 
investmentotherthanprofitability,,accountedfbr786％ofthetotal,outofwhich 
776％saidthat“theprimaryfactorisawaitandseeattitudereflectingoursenseof 
uncertaintyaboutthemanagementenvironmentinthefUture，，（Formanufacturing 
industriesthesecondfactorwas"asenseofovercapacity，'（39.6％),whereasinnon‐ 
manufacturingindustriesthesecondwas‘`thedifTicultfinancialenvironment，, 
(33.6％)．DevelopmentBankofJapan,1999)． 
Ｔｈｅ``senseofuncertainty，，isbeingintensifiedbythefearthatstructuralrefbrm 
willleadtotherecurrenceoffmancialcrises,withfbaturesthatwouldbeoutofthe 
controlevenofthefinancialauthoritiesAnall-at-oncedisposalofbaddebtswould 
necessitatefiscalstimulustoincreasetotaldemand、However,theKoizumiadmini-
strationisgivingprioritytofiscalrefbrmandtocuttingpublicinvestment・Thereis
atpresentnocrediblepolicypackagefbrdisposingofbaddebtswhilecontrollmgthe 
deflationarｙｓｐｉｒａＬＩｎｔｈｅｅｎｄ,theKoizumirefbrmsdidnothingbutincreaseanxi-
etyaboutfinancialcrisesamongfInancialinstitutionsandbusinesscorporations． 
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Whiletheshort-termtaskfbrfinancialinstitutionsisthefinaldisposalofbad 
debts，theirmid-termtaskistheconstructionofafinancialsystemthatchannels 
savingsintoproductiveandinnovativeinvestments・Deregulationhasledtoadras‐
ticincreaseinthefreedomoffinancialinstitutionsinfbrmulatingstrategies・Atthe
endofthel990s,majorbankswereconsolidated，leadingtothebirthsoffbur 
megabanks・However,asmattersnowstand,thesebanksareheavilyinvolvedinthe
disposalofbaddebts,andareunabletofbrmulatenewstrategies． 
（６）ChangeinthelnstitutionalFramework 
Duringtherecessionofthel990s,therewasachangeintheinstitutionalframe‐ 
ｗｏｒｋofthecapitalaccumulationregime・Inthissection，thedynamicsofthe
changesincrossshareholdingandlabor-managementrelationshipswillbeanalyzed・
Thecrossshareholdingsystem,whichhasbeencondemnedfbrmakingitdifTI-
cultfbrstockholderstodisciplineexecutives，andofcontributingtothelengthy 
recession,hasdissolvedtosomeextent、Accordingtothe“FY2002AnnualShare‐
ownershipSurveyofAllDomesticCompaniesLimited,，，citybanks,long‐termbanks 
andregionalbanksdecreasedtheirshareofstocksheldfrom16.4％ｔｏ7.0％ｄｕｒｉｎｇ 
ｔｈｅｐｅｒｉｏｄｆｒｏｍＦＹ１９９０ｔｏＦＹ２002．Lifeinsurancecompaniesdecreasedtheir 
sharefrom13.2％ｔｏ5.6％duringthesameperiod,andbusinesscorporationsand 
individualsdidsoonlyslightly,from２５％ｔｏ２３％・Increaseswereseenamongtrust
banks（from9.8％ｔｏ18.5％,withthepensionfimdgrowingfrom0.9％ｔｏ5.0％） 
andfbreigners(from４２％ｔｏ16.5％)．Whilerecordingspeciallossesintheirfinan‐ 
cialstatements，Corporationsandbanksproceededtosellpoorlyperfbrmingstocks 
thattheyheld（TheNationalConferenceofStockExchanges,2003)．However， 
accordingtotheFairTradeCommission，ｓ‘`Ｒｅｐｏｒｔｏｎｔｈｅ７ｔｈＳｕｒｖｅｙｏｆＡｃｔｕａｌ 
ＣｏnditionsofCorporateGroups，，releasedinMay2001，``crossshareholdingamong 
corporationsbelongingtothesixmaJorcorporategroupsdeclinedlittle.，，“Whatis 
dissolving,，，ｉｔreported，‘`ismainlycrossshareholdingbycorporationsoutsideof 
corporategroups，，（FairTradeCommission,2001)． 
Ｅｖｅｎｔｈｏｕｇｈｔｈｅｂａｓｉｃｌｉｎｅｏｆｃｒｏｓｓｓhareholdingwithingroupshasbeenmain-
tained,anincreaseintheratioofsharesheldbydomesticinstitutionalinvestorsand 
fbreigninvestorshasmarginallyinfluencedthestructureofcorporategovernance・
Ｔｈｉｓｉｓｏｎｅｏｆｔｈｅｒｅａｓｏｎｓｂｅｈｉｎｄｔｈｅaccelerationofdownsizing,andoftheafTilia‐ 
tionandmergerofcorporationsandbanks， 
Therearenegativeaswellaspositiveaspectstocrossshareholding・Thenega‐
ｔｉｖｅａｓｐｅｃｔｉｓｔｈａｔｉｔｍａｋｅｓｉｔｉｍｐｏｓsibletoimposesanctionsonincompetentexecu‐ 
tives,ｗｈｏａｒｅｂｒｉｎｇｉｎｇｄｏｗｎｔｈｅｌｅｖｅｌｏｆｃｏrporateprofItinｔｈｅｌｏｎｇｒｕｎ・Atthe
annualstockholders,meetingsheldinlateJuneeveryyear,itwascommonfbrcorpo‐ 
rationstomutuallydelegateshareholdervotingrights，Also，ｉｎｔｈｅｎａｍｅｏｆａ“sta 
bledividendpolicy,,，atenpercentdividendtoparvalue（５０yen）wasmaintained， 
regardlessofchangesincorporateprofit・Thepositiveaspectisthatitallowsexecu‐
tivestoadoptlong-termstrategies 
ltisacceptablefbrinstitutionalinvestorsandfbreigninvestorstogivecorporate 
executivesincentivestochooseinnovativestrategiesbygivinｇｔｈｅｍａ“voice.,，How-
ever，ｔｈｅｒｅｉｓａｌｓｏａｒｉｓｋｔｈａｔｂｙｍｅａｎｓｏｆａ、‘`exit,，，theywillgivecorporateexecu-
tivesincentivestochooseshort-termstrategiesthatmerelyaimathigherstockprices 
anddividends・Generallyspeaking，innovativestrategiesmayachievecompetitive
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advantagesinthemedium-term,butleadtolowproHtrates,atleastinitially、Simply
replacmgcrossshareholdingwithstockmarketdisciplineisnotadvisable・While
permittingtheautonomyofexecutives，stockholdersshouldbeabletoremovein-
competentmanagers，Suchisthenewcorporategovemancestructurethatwehave 
toworktowards、
Japanese-stylelabor-managementrelationships9i.e・“labormarketrigidity'，
causedbylifetimeemploymentandtheseniority-basedwagesystem，havebeen 
blamedfbrhamperingcorporationsintherestructuringoftheirbusinesses,andfbr 
becomingoneofthefactorscontributingtotheprolongedrecession，andemploy‐ 
mentflexibilityisbecominganissue（HattoriandMaeda,2000)．However,itis 
estimatedthatonly40％ofworkersareincludedunderJapanesestylelabor‐ 
managementrelationships,ａｎｄｔｈａｔｔｈｅｒｅｓｔｂｅｌｏｎｇｔｏｔｈｅｓｅｃｏｎdarylabormarket・
Sincetheoilcrisis,thejobsofregularemployeeshavebeenguaranteed,andemploy-
menthasbeenadjustedbynon-regularemployees・Ｔｈｕｓ“Japan，srateofemploy‐
mentadjustmentisnotbadcomparedwithWesterncountries，，（Hyodo，1997)． 
Moreover,evenintheprimarylabormarket,personnelcutbackshavebeenimple‐ 
mentedwhencompaniespostedacurrentdeficit(ic.,postedadeficitbefbreextraor‐ 
dinaryitems）fbrtwoconsecutiveyears、Fromthebeginning,theJapaneselabor-
managementrelationshiphasbeenflexibleenough．Therefbre，‘`asregardsthe 
immediatethreatofaworsenedbalanceoflaborsupplyanddemand，…wecan 
understanditwithmtheframeworkofconventionalcorporatebehaviorwithout 
referringtothe`demiseofthepracticebasedonlifbtimeemployment，，，（Komaki， 
1998,ｐ７１)．Moreover,ａｔpresent,“employmentflexibilityisincreasing,butthe 
adjustmentismainlydoneinthemarginalparts・Itisnotappropriatetogosofar
astoclaimthatJapaneseemploymentpracticeshavedrasticallychanged，，（Ohsawa， 
et,ａ1.,2002,ｐｌ３４)． 
Duringthebubbleperiod，ａｓｗｅｌｌａｓｉｎｔｈｅｌ９９０ｓ，Japanesecorporationsin‐ 
creasedtheirworkfbrcesEmploymentstrategiesshouldbefbrmulatedbasedon 
long-termfUtureperspectives・However,givenshort-termpredictionsofashortage
ofyoungworkers,therewasliteraUyabubbleinemployment、Andsincel998,based
notonalong-termmanagementstrategy,butwiththemotivationoftheshort-term 
paringoflaborcosts，therehasbeenanaccelerationofcolporationscuttingthe 
numberofregularemployeesandrestrainingwages(byshiftingdownwageprofnes 
andintroducingperfbrmance-basedwagesystems）andshiftingtotemporaryand 
dayWorkers（i､e・transfbrmingfYxedcostsintovariablecosts)．Tobesure,cutting
laborcostscontributestohigherprofitrates・However,themeritsoflongandcon-
tinualemployment（accumulationofcompany-specificskills,sustainedmorale）are 
disappearingatthemicrolevel，andpersonalconsumptionisdeterioratingatthe 
macroleveL 
Inthefirstplace，thelowprofltratesofJapaneseCorporationｓａｒｅｄｕｅｎｏｔｔｏ 
ｈｉｇｈｌａｂｏｒｃｏｓｔｓ,buttothefailureofmanagementstrategiesaimedonlyatdevelop-
ingproductsdestinedfbrpricecompetition・Whatisneededisastrategythat,while
maintainingthepositiveaspectsoftheJapaneselabor-managementrelationship， 
boostsworkermoraleandbringsaboutacompetitiveadvantage 
Sofar，wehaveexaminedthecurrentstatusｏｆtheinstitutionalframeworkof 
thecapitalaccumulationregime,ｎａｒｒｏｗｉｎｇｉｔｄｏｗｎｔｏｔｗｏｐｏｉｎｔｓ,ａｎｄｆｂｕｎｄｔｈａｔ 
ｔｈｅｓａｍｅｌｅｓｓｏｎｓｃａｎｂelearntfromeachofthemAstrategyofcompletelywiping 
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awaytheinstitutionalframeworkthathasbeenusedtoregulateconflictsandurge 
innovativeinvestment，whileleavingeverythingtothemarket，haslittlechanceof 
success・Themodelfbr“structuralrefbrm,，ｉｓthe“neweconomy，,ｏｆｔｈｅＵ.S・inthe
latterhalfofthel990s、However，theshareholder-orientedcorporategovemance
structureandtheHexibleemploymentrelationshipnowfacefundamentalquestions 
(Gordon,１９９６ａｎｄＯ，Sullivan,2000)．Historically,ineachcountryaninstitutional 
frameworkfbracapitalaccumulationregimehasbeenfbrmulated,andeachhasits 
uniqueadvantages・Japan，snationalstrategyshouldnotbeacｏｐｙｏｆｔｈｅＵＳ・
model,butonethatmaintainsthepositiveaspectsofthepastframeworkandrefbrms 
itsnegativeaspects． 
6．Ｃｏｎｃ１ｕ二ｍ、
Afterweatheringthetransitiontoafloatingfbreignexchangesystemｉｎｔｈｅ 
ｅａｒｌｙｌ９７０ｓａｎｄｔｈｅｔｗｏｏｉｌｃｒｉsesthereafter，Japan，scapitalaccumulationregime 
seemedtohavetransfbrmeditselfintoadomestic-demandorientedoneinthelatter 
halfofthel980s・However,aHerthebubbleeconomicbooｍ,itexperiencedrepeated
financialcrisesandhasthwartedalong-termeconomicrecovery， 
Innovativecorporateinvestmentisthelinchpinofthedynamicdevelopmentof 
acapitalaccumulationregimelnparticular,manufacturingcorporationsmusthave 
innovativestrategiesfbrthemassproductionofnewtechnology（informationand 
communicationtechnology,nanotechnology,etc.)．Asisclearlyshowninthecase 
ofU・ScolporationswithdrawingfiPomthemarketfbrhomeinfbrmationappliances，
thereisgreatpotentialfbrusingtheorganizationalcapabilitiesofJapanesebusi-
nessestocommercializenewtechnology、Ｈｅｒｅｍｌｉｅｓｔｈｅｗａｙａｗａｙｆｒｏｍｔｈｅ``struc-
turalproblem,，ｏｆthelowprofitratesofJapanesecorporations・Additionally,pro‐
ductivitygrowthinmanufacturingandnew-productdevelopmemarethekeyto 
rebuildingthemechanismsofｔｈｅ“serviceeconomy，，andincreasingemployment・
Productivitygrowthinnon-manufacturingindustriesisdesirable,ｂｕｔｔherearein‐ 
herentlimits、Further,deregulationisnotapanacea、Rather,oneshouldperhapsbe
awareoftheriskofoverinvestmentinducedbyderegulation 
Financialinstitutionsstillhavelargebaddebtburdens,buttheyarenowmostly 
confInedtothreeindustries・Aboldandcrediblepolicypackagebythegovemment
wouldmakeitpossibletopreventtherecurrenceofafinancialcrisisandatthesame 
timesolvetheremainingproblems・ManycorporationshavemovedbackintoprofL
itability、Thedisposalofbaddebtsisessentialfbrhaltingfnrtherdownsizingand
restoringinvestmentandemployment・Ｔｈｉｓｉｓｔｈｅｗａｙｔｏｐｒｅｖｅｎｔｎｅｗｂａｄｄｅｂts，
Koizumi，ｓ“structuralrefbrm,，ａｉｍｓａｔｔｈｅｃｏｍｐｌｅｔｅｒｅｍｏｖａｌｏｆｔｈｅ``institution-
alframework，,ofthecapitalaccumulationregime，andinvolvesallowingthemar-
kettodetermineresourceallocation・However，ｔｈｅ“institutionalframework，，ｈａｓ
ｂothpositiveaspects，ｗｈｉｃｈｏｕｇｈｔｔｏｂｅｋｅｐｔ，andnegativeaspectsthatshouldbe 
changedWeshouldseekwaystomaintainthepositiveaspectsofcrossshareholding 
andlabor-managementrelationships・Competitionamongcapitalistsystemsrequires
theimprovementoftheinstitutionalframeworkthatcomprisesthecapitalaccumu‐ 
1ationregimeconcerned,ａｓｗｅｌｌａｓｔｈｅｅｎｈａｎｃｅｍｅｎｔｏｆｔｈｅOrganizationalcapabili-
tiesofcolporations・However，ｗｅｃａｎｎｏｔｈｏｐｅｆｂｒｔｈｅｅｍｅｒｇｅｎｃｅｏｆａｎｅｗａｎｄ
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dynamiccapitalaccumulationregiｍｅａｓｌｏｎｇａｓｔｈｅｇｏｖｅｒｎｍｅｎｔａｎｄｃｏｒｐorations 
havecontrolofthesituation． 
Notes 
Theconceptof“organizationalcapabilities，，andthedistinctionbetween‘`innovative 
strategy"ａｎｄ"adaptivestrategy"arebasedonLazonik（1991l 
Sincethetwoinjectionsofcapitalwerecarriedout,subjecttothe"voluntary'，fY1ingof 
"Sound，，bankswithacapitaladequacyratioｏｆ８％ｏｒmore,therewereno“sanctions，, 
againstexecutivesandstockholders・
Themonetarywagerateisdeterminedbyamarketfnctor(unemploymentrate)ａｎdan 
institutionalftlctor（bargainingpoweroflaborunions)．Japaneselaborunionswere 
fbrcedbyemployers,associationstochoose“eitheremploymentorwages,，duringthe 
periodofthefirstoilcrisis,theirbargainingpowerhasweakenedsigniHcantlyandthey 
havelosttheabilitytopresentcounter-logic・
Whilecompensationtoemployeesdecreasedfrom２８４６trillionyeninFY1997to 
2756trillｉｏｎｙｅｎｉｎＦＹ２００１，privatefInalconsumptionexpendituresdidnotchange 
much-fallmgfieom2863trillionyento285.7trillionyen，Incidentally，finalcon‐ 
sumptionexpendituresbyelderlyhouseholdsofpeopleaged60andoverareestimated 
tohavebeenarouｎｄ７４ｔｒｉｌｌｉｏｎｙｅｎｉｎＦＹ２００１ＳｅｅＲｅｓｅarchandStatisticsDepart-
ment,ＥＣonomyandlndustrialPolicyBureau,MinistryofEconomy,Tradeandlndus‐ 
try（2002)．Concerningstatisticsfbrthedrawingdownofdeposits,seeTheCentral 
CouncilfbrFinancialServiceslnfbrmation（2002)． 
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